The Antidote to Euphemism 


The fallacies that lurk in words are the quicksands of theory; and as the conduct of nations 
is built on theory, the correction of word-fallacies is the never-ending labor of Science. . . . 
the party in this country, one of whose great aims was, at one time, the perpetuation of 
slavery, owed much of its popular vote to the name Democracy. 

- S. Dana Horton, Silver and Gold (1895) 

Now, it is clear that the decline of a language must ultimately have political and economic 
causes ... It becomes ugly and inaccurate because our thoughts are foolish, but the 
slovenliness of our language makes it easier for us to have foolish thoughts. The point is 
that the process is reversible. ... If one gets rid of these habits one can think more clearly, 
and to think clearly is a necessary first step toward political regeneration. 

- George Orwell, “Politics and the English Language” (1946) 

You can fool some of the people all of the time. Those are the ones you should concentrate 
on. 

- George W. Bush, talking about The People. 


Unlike psychological terminology, which consists mainly of terms of invective (try to think of a 
desirable personality complex), today’s economic vocabulary is euphemistic. One rarely hears the 
terms rentier or usury that played so central a role in the debates of past centuries. 

Classical economists defined rent as unearned income, a property claim that did not reflect a 
corresponding expenditure of labor, which was the sole source of value. But as our postindustrial 
society has evolved into a “service economy,” the national income and product accounts count interest 
and rent as a product - an output of services. Landlords thus are depicted as providing a useful service, 
not merely charging access fees for sites created by nature and given value by the community’s overall 
prosperity. The classical value judgment that deemed some business activities unproductive - or even 
“sterile,” as France’s Physiocrats put it - has been rejected by today’s value-free economics. 

As advertisers well know, naming a product shapes how it is perceived. And as Voltaire noted in 
Candide, optimism “is the mania of insisting that all is well when one is in a terrible state.” Nowhere is 
this more a political act than in the realm of selling economic policy. What Orwell wrote about the 
ideological coloration of language in his day applies especially to the vocabulary with which 
economics students are indoctrinated and formal reports written. Instead of reflecting reality, their 



jargon often dulls the mind’s critical faculties by diverting attention away from the actual dynamics at 
work. Depicting debt as wealth, today’s doublethink calls higher access prices for homebuyers “wealth 
creation.” The economy’s lapse into a rent-and-usury system is welcomed as progress into a post- 
industrial service society. 

Just as history is written by the victors, so politicians, journalists and academic ideologues coin the 
economic vocabulary with an eye to molding popular opinion on behalf of their constituencies. 
Thirteenth-century Churchmen replaced the unpleasant word “usury” by “interest,” a term bearing less 
negative connotations. More recently, predatory policies have been called “reforms” and regressive tax 
policies called progressive even when their objective is to reverse centuries of true reform. 

Denis Diderot (1713-1784), a member of the French Enlightenment, organized the writing of the 
Encyclopedie as a revolutionary project. It contained a map of human knowledge and included an entry 
defining the Enlightenment’s political program: “The good of the people must be the great purpose of 
government. By the laws of nature and of reason, the governors are invested with power to that end. 
And the greatest good of the people is liberty. It is to the state what health is to the individual.” 

But what is “liberty”? America’s Liberty Bell is inscribed with a verse from Leviticus 25: “Proclaim 
liberty throughout all the land, and to the inhabitants thereof.” The biblical Hebrew term was d’r’r 
(deror), cognate to Babylonian andurarum used by rulers to annul the population’s personal and 
agrarian debts, liberate bond-servants and restore self-support lands to citizens who had forfeited them 
to foreclosing creditors or sold them under distress conditions. These royal Babylonian proclamations 
evolved into the Jubilee Year that Judaism placed at the center of its religion in an epoch when rulers 
had come to protect rather than check the power of creditors and absentee landlords. 

Liberty in today’s world has come to connote freedom for predators to exploit the economy at large, in 
contrast to the Enlightenment’s idea of freedom from the rentiers. A free market is said to be one in 
which government regulation is dismantled, “free” of public protection of consumers. Such protection 
has been re-christened “interference” and characterized as the Road to Serfdom. Diderot’s “greatest 
good of the people” has come to be defined as wealth and output that accrues mainly to the rentiers 
whom France’s Physiocrats and fellow reformers set out to tax. Today, the taxation of landed property 
and finance is deemed an encroachment on the liberty of wealth. 

The Enlightenment and classical political economy advocated freedom from taxation by debt-burdened 
governments, and sought to protect populations from having to pay prices that included a non-labor 
rent element. The vested interests railed against public regulation along these lines, and against public 
ownership of natural monopolies and banking systems. 

Confucius wrote that social disorder begins with the failure to call things by their appropriate names. 
The first step to reform a world that had become malstructured hence was “rectification of the names.” 
To Confucius, this meant restoring the original meaning of words and concepts. Today, a similar 
restoration hardly could do better than reviving the vocabulary of classical political economy, because 
our economic terminology is in obvious need of such renovation. Its vocabulary has diverged from 
reality in proportion to the extent to which the phenomena being described affect special interests. The 



term “free trade,” for instance, was countered by “protectionism” and more recently by “fair trade.” 

The upshot is that a different language exists between critics and defenders of wealth, imperialism and 
finance. 

Realizing that naming a phenomenon tends to define it in the public mind, rhetoricians and 
demagogues seek to co-opt the vocabulary on behalf of their constituencies. The result is that economic 
terminology consists largely of the residuum of euphemisms generated during the course of economic 
debates of which most of today’s students are only taught one side. The vocabulary of rentiers depicts 
them as productive and useful rather than dispensable, and their income - in fact, all income 
indiscriminately - as reflecting, by definition, the value of the property and credit services they 
provide. By contrast, John Stuart Mill defined economic rent as the “unearned income” that property 
owners are able to make “in their sleep.” Depicting this revenue as “service income” implies that it 
reflects real output which society needs rather than being an economically unnecessary cost. 

As Ivan Illich wryly observed, “School is the advertising agency which makes you believe that you 
need the society as it is.” H. G. Wells voiced much a similar idea in quipping that “Human history 
becomes more and more a race between education and catastrophe.” Universities have followed “free- 
market” economists in taking refuge in a mathematical mode of expression, aping the natural sciences’ 
use of higher calculus as a means to conceal the over-simplifications of their assumptions. One might 
say that the more complex the math, the more simplistic and banal the relationships being drawn tend 
to be. The aim is to imbue mathematical symbolism with the sanctifying role that Orwell observed was 
once afforded by Latin. The economic curriculum effectively has been turned into an advertisement for 
the rentier claims - the economic overhead of rent and interest payments - almost as a “law of nature” 
as Diderot and his contemporaries had put it. The law of nature thus turns out to be as prone to 
economic self-interest as are the laws of modern courts and similar forums. 

If your aim is to exploit the working class, it is smart public relations to call your program “labor 
capitalism” as General Pinochet did in Chile, or “popular capitalism” as Margaret Thatcher did in 
Britain to describe their policies of breaking labor unions, withholding wages and turning them over to 
the financial grupos (in Chile) or money managers (in Britain) to use for financial speculation rather 
than new investment. The euphemistic terminology used to popularize these policies helped buy time 
by confusing and co-opting some of the injured parties. 

The economic vocabulary shapes the semantics of how reality is perceived, and conversely, as Orwell 
noted, “the decline of a language must ultimately have political and economic causes.” “Protecting 
savings” and “making savers whole” have become euphemisms for downsizing the economy and 
sacrificing new direct investment in order to preserve the fortunes of rentiers. While psychologists 
speak of well-adjusted individuals, economists may ask whether the economy’s debts should be 
adjusted to the ability to pay, or whether growth and living standards should be “adjusted” (that is, 
sacrificed) to preserve the value of creditor claims. One may ask similar questions regarding the terms 
“democracy,” “value,” and “efficiency,” and reality itself. 

Ultimately at issue is whether what economic jargon calls the “real” economy of production and 
consumption more real than the claims of finance and property. How a society defines economic terms 



and relationships will determine who controls it. Terminology serves to “frame” the way in which 
people perceive economic relationships. What is unsaid or intellectually bypassed therefore is often as 
important as what is said. Economic theories that focus only on the exchange of goods and services 
already produced, without discussing the distribution and control over wealth and its income 
independendy of production, will be diverted from examining what really is most important in 
determining the economic present and future. 


A 

Adam Smith (1723-90): Campaigner against public debts and the wars that gave birth to the taxes to 
carry their interest charges. In a typical if bitter irony of history, Smith’s opposition to war taxes has led 
neoliberal economists to appropriate him as the patron saint of free markets. Yet he accused landlords 
of reaping where they had not sown, and business men of forming predatory schemes wherever they 
were able. The moral is that if one is to select a patron saint, it is wise to co-opt a well-known icon so 
as to forestall opponents from citing his authority. (He criticized Dutch finance and applied the term 
Invisible Hand to the workings of laissez faire.) 

Addictive demand: Neoclassical price theory is based on the assumption of diminishing marginal 
utility: The more food, clothes or other consumption goods one has, the less pleasure each additional 
unit gives. But as the ancients knew, this principle is not true of wealth, especially of money. The more 
property one has, the more one wants. Wealth is addictive, sucking its possessors into a compulsive 
drive to accumulate. (See Hubris.) 

Agio: Medieval Europe banned usury, but legalistic-minded Churchmen rationalized the practice of 
charging it in the form of a foreign-exchange fee. Money was borrowed in one country or currency, to 
be paid back in another at an exchange-rate which incorporated the usury charge in the guise of a 
money-changing fee (agio). The most egregious example was the “dry” exchange in which no goods 
actually were imported or exported. This agio loophole helped channel European banking along the 
lines of short-term trade financing and discounting bills of exchange. 

Asset-price inflation: A policy in which the banking system recycles savings and extends new credit to 
finance the purchase of real estate, stocks and bonds so as to create windfall gains (euphemized as 
capital gains). The financial boom that resulted from steering pension-plan reserves into the stock 
market has inspired proposals to privatize Social Security’s wage withholding in a similar way (see 
Forced Saving, Labor Capitalism and Pension-Fund Capitalism). Meanwhile, property prices are 
inflated by steering mortgage credit into real estate, lowering interest rates so that higher mortgage 
debts can be carried, and loosening the terms of mortgage lending, reducing the down payments needed 
yet minimizing the repayment of principle by stretching out the loan maturity. Fiscal policy contributes 
to this phenomenon by shifting taxes off of finance and property onto labor (see Tax Shift). 

Higher asset prices often are welcomed as increasing net worth (and hence the balance sheet of wealth), 
as long as the rise in market prices outpaces the growth of debt. But rising property prices increase 



living costs by panicking home buyers to buy now in order to avoid seeing the rise in property prices 
outstrip wage gains. 


Asset-price inflation goes hand in hand with debt deflation and aggravates polarization as higher prices 
for homes oblige families to go further into debt. This diverts more income to the financial sector to 
channel into real estate, as well as into the stock and bond markets. 

An inner contradiction of this process occurs as higher price/earnings ratios reduce the income yields 
on financial securities, while higher price/rent ratios for real estate reduces the ability of rental income 
to carry the interest and related financial charges. This leads to pressure to reduce property taxes in 
order to alleviate the financial squeeze. 

Asset stripping: Corporate raiders take over companies, cut back research and development spending 
and other lines of business that do not produce short-term returns, and downsize their labor force in 
order to make the remaining employees work harder to pick up the slack. This practice is euphemized 
as wealth creation when its effect is to improve reported earnings. This raises stock prices over the 
short term, but undercuts long-term growth in production and competitiveness. (See Free Market.) 

International asset stripping occurs as the IMF and World Bank oblige governments to sell off the 
“crown jewels” of the public domain - mineral rights, public land and buildings, and enterprises long 
held in the public sector as natural monopolies - as a precondition for obtaining the credit needed to 
service their foreign debts and avoid currency destabilization. (See Conditionalities, Privatization and 
Washington Consensus.) 


B 

Bailout: Reimbursement to speculators and savers of losses incurred by bad loans, investments or 
deposits in banks that fail. The effect of this moral hazard is to preserve financial control in the hands 
of the economy’s wealthiest 10 percent, “making them whole” by shifting the loss onto the bottom 90 
percent of the population in order to benefit those at the top of the pyramid (see Rentier and Oligarchy). 

Balance of payments: Every country has offsetting trade and financial movements. And as in any 
balance sheet, every country’s payments are in overall balance by definition. The balance of payments 
is an accounting statement of international credits or inflows such as export receipts, the run-up of debt, 
and payments to foreigners for imports or to buy foreign companies. 

The formal term should be “balance of international transactions,” because many transactions do not 
involve payments. U.S. foreign aid is extended “in kind” (military hardware, food dumping, etc.) rather 
than involving dollar payments, while many exports are financed on credit. Retained earnings by 
foreign branches of U.S. companies are treated as if they flow into the economy and then flow out 
again, although no flows of payments actually are involved. 



This being said, there are many sub-balances that can be struck, most notably the current account 
(trade, services, and transfer payments such as immigrants’ remittances) and “capital” account (loans 
and investments). The most typical (im)balance is the rise in foreign indebtedness and loss (or rise) of 
international reserves. For the United States the “balance” used to consist of gold sales, but today it is 
the run-up of Treasury debt to foreign central banks (but not to private holders) to setde the imbalances 
on trade and investment accounts. The difference between the United States and other countries is that 
it can settle these imbalances in its own fiat currency - U.S. dollars - whereas other countries must 
depend on the U.S. monopoly of dollar creation to finance their deficits. (See Dollar Hegemony.) 

Bankruptcy: For corporations, a means of shedding their long-term commitments to their workers and 
retirees in order to pay their bondholders and other creditors. For workers, the obligation to lose their 
property to enable their mortgage lenders and other creditors to collect savings expanding by the laws 
of compound interest. (See Debt Deflation.) 

Blame the Victim: Republicans and the financial sector sequester the economic surplus in their own 
hands, price their economic rents to squeeze incomes, and then criminalize poverty as if the poor vote 
to be poor as a matter of choice! 

Bond: From the verb meaning “to bind.” The ancient meaning referred to the shackles by which 
creditors kept their debtors in personal bondage. Since debt bondage and debtors’ prisons have been 
outlawed, the term has connoted the legal financial shackles by which debtors are bound to pay their 
creditors, subject to bankruptcy laws designed to alleviate debtor distress. (The term distress originally 
referred to the debtor’s animal or other collateral pledged to his creditor. Agreement, bargain, compact 
and contract derive from the Latin Romance roots, reflecting the Norman invasion.) 

Government bonds reflect the political choice to refrain from creating public credit. This decision 
obliges the government to borrow from creditors at interest, and to let commercial banks monetize their 
own credit to extend to the government. (See Central Bank.) 

Bronze Age: During he two thousand years 3200-1200 BC in the Near East - mainly in the Sumerian 
core (in today’s southern Iraq, 3200-2000) and subsequently the Babylonian core further north - 
temples and palaces created the first standardized weights and measures, money, prices and interest 
rates, land rent and salary rates, which spread from these public institutions to the rest of the economy. 
(See Economist.) 

Bronze Age societies were mixed economies. Public institutions leased lands, workshops, beer 
distribution and other enterprises to private operators, and consigned temple handicrafts (textiles, metal 
working etc.) to merchants. Rulers in Mesopotamia and its neighbors kept financial dynamics in check 
by proclaiming Clean Slates that cancelled tax debts and other non-commercial personal debts when 
they took the throne or as economic or military conditions warranted (see Jubilee Year), especially in 
the Old Babylonian period (2000-1600 BC). 

Bubble: Bubbles can occur in stocks and bonds, real estate or new ventures (such as the U.S. dotcom 
bubble), but all are financial in origin, and are promoted by governments. They offer a way for 



governments extricate themselves from public debt by convincing populations to exchange their 
holdings of government bonds (or most recently, Social Security claims) for stocks in private 
companies, whose market value is then permitted to collapse, enabling the government to blame the 
madness of crowds. 

Business cycle: Most 19th-century economic studies explained how financial crises bring business 
upswings down with a crash. Wesley Claire Mitchell at the National Bureau of Economic Research 
analyzed business “cycles” in terms of a sequential rise and ebb of business, with leading, coincident 
and lagging “indicators.” This approach depicted the course business as being automatic and self- 
stabilizing, much like a steady sine-like wave of economic development (which Joseph Schumpeter 
depicted in his book on Business Cycles). 

The major shortcoming of this approach is that crashes occur more rapidly than upswings, and are 
brought about not simply by rising wages and raw-materials prices as full-capacity operations are 
reached (see S-Curve), but by the growth of debt and rising interest charges stifling profits and 
reducing the prices of bonds, stocks and real estate. (See Debt Deflation.) In the face of falling asset 
prices, the collateral held by banks and other debtors fails to cover their liabilities. This ends in a panic 
as assets are abruptly liquidated to pay debts falling due or called in. Debt repayment absorbs the 
income hitherto spent on new direct investment and consumption, so employment and production fall 
off. 


c 

Camouflage: A cloak of artificial attractiveness or even of invisibility. Financial debt-claims on the 
economy’s income and assets camouflage themselves as wealth, although the financial tactic is to strip 
it. (See Euphemism and Parasite.) 

Capital: From Latin caput, “head,” as the political seat of government, society’s guiding intelligence or 
brain. Economically, the term is used ambiguously to represent two antithetical forms of capital. 
Physical capital in the form of tools, machinery and buildings are means of production evaluated by the 
cost of producing or acquiring them. Finance capital represents the rentier claims on these means of 
production and their revenue. Its dynamics tend ultimately to strip the means of production via the 
claims of compound interest in excess of the ability to pay out of current income and production. 

Capital flight: The effect of global finance capital and local oligarchies stripping domestic capital to 
move it safely offshore, to the United States, Britain or intermediate tax havens. Russia lost an average 
$25 billion annually during the 1990s as its kleptocrats moved their money abroad, accompanied by an 
emigration of labor. Depopulation typically accompanies capital flight as the economy shrinks. 
Argentina is reported to have lost a million workers during the balance-of-payments crisis of 2002-03 
in which a decade of IMF planning culminated, over and above its flight-capital losses. (See Asset 
Stripping, Hyperinflation and Washington Consensus.) 



Capital formation: The full term is “fixed capital formation” or “real capital formation.” The United 
Kingdom’s National Accounts define it as “investment in tangible assetsf. It] consists of gross domestic 
fixed capital formation and acquisition of stocks and work in progress.” It continues “Gross domestic 
fixed capital formation is defined as expenditure on fixed assets (buildings, plant and machinery and 
dwellings) which either replace existing assets that are no longer productive or increase the availability 
of productive assets.” 

Capital gain: The objective of investors and speculators under a policy of asset-price inflation. 
Machinery and other physical capital tends to wear out or obsolesce (see Depreciation), but prices for 
real estate, monopoly privileges and other rent-yielding assets, as well as financial securities (stocks, 
and bonds since 1980) tend to rise or be inflated over time. 

Although the great bulk of capital gains occur in real estate, most popular lobbying and journalistic 
discussion treat capital gains as the reward for industrial innovation and enterprise. Investors claim that 
capital gains are required as an incentive to induce them to seek out opportunities likely to rise in price, 
and conclude that this price appreciation helps allocate resources to the most profitable (and implicitly, 
most beneficial) sectors. This logic succeeded in getting the U.S. tax rate on capital gains reduced to 
just half the normal income-tax rate. (They originally were treated as normal income.) Many countries 
fail to tax these asset-price gains at all, as if they did not exist. But they are now the main objective of 
investors seeking total returns. 

Capitalism: The term popularized by Werner Sombart in Das moderne Kapitalismus [1909] to describe 
the social system based on promoting the accumulation of capital. (Marx himself did not use the term 
capitalism.) Long used mainly as an economic invective, the term only recently has become more 
glorified by neoliberals, referring mainly to finance capitalism. 

Capitalism, finance: See Finance Capitalism. 

Capitalism, Pentagon: See Pentagon Capitalism. 

Cash flow: In older usage, the sum of profits plus depreciation. The more recent usage is ebitda, the 
acronym for earnings before interest, taxes, depreciation and amortization. This flow of income is 
available for new direct investment, to pay creditors or stockholders, although under finance capitalism 
it is absorbed increasingly by interest charges. 

Central bank: Starting with the Bank of England, capped by the U.S. Federal Reserve Bank, a 
semipublic (although initially privately owned) institution administered by the commercial banks to 
provide sufficient liquidity to “avoid financial collapse,” which may become a euphemism for 
providing enough credit to keep inflating financial bubbles at a rate that will save debtors from 
defaulting and hence avoiding real-estate and stock-market loans from going bad and threatening the 
solvency of commercial banks. (See Bond, Treasury.) 

Chartalism: Another term for the State Theory of Money. As Henry Liu has described it, “When the 
state issues fiat money under the principle of Chartalism, the something of value behind it is the 
fulfillment of tax obligations. Thus the state issues a credit instrument, called (fiat) money, good for the 



cancellation of tax liabilities. By issuing fiat money, the state is not borrowing from anyone. It is 
issuing tax credit to the economy.” (“Dollar Hegemony Against Sovereign Credit,” Asia Times, June 
24, 2005.) 

Chicago Boys: The University of Chicago economists brought to Chile in 1974 by its military 
dictatorship to turn economic control over to the junta’s supporters. Euphemizing their policy as 
introducing “free markets,” the Chicago Boys engineered a free lunch by giving away public 
enterprises. To silence criticism, they shut down every economics department in Chile except that of 
the Catholic University where the Chicago School had gained control. (See Labor Capitalism, 
Privatization and Washington Consensus.) 

Chicago School: Named after the University of Chicago’s Business School where Milton Friedman 
and other monetarists established an early beachhead. The essence of their ideology is that government 
has no positive role, being only a deadweight burden. Starting with John D. Rockefeller, substantial 
funding for these economists came from rentiers seeking to replace the tax burden on property, 
monopoly power and finance with a tax shift onto the rest of the economy and give free reign for the 
FIRE sector to charge rent and interest free of regulation. Hence the euphemism “free-market school.” 
(See Free Lunch and Market Fundamentalism.) 

Choice: What monopolists and other opponents of public regulation seek to limit, because limiting 
choice is what makes rent-seeking possible. The most successful monopolies sell essential products or 
services, giving them an ability to administer prices (e.g. for insurance, health care, oil and privatized 
monopolies). The idea that everyone chooses their own economic fate by being left “free to choose” is 
a euphemism for withdrawing public oversight of financial and property abuses. The result on the 
macroeconomic level is called “freedom of choice” only in the sense that Anatole France poked fun at 
when he quipped that “The poor man has as much right to sleep under a bridge as a rich man.” 

Circular flow: The reciprocal flow of receipts and payments. The earliest model of circular flow was 
by the royal surgeon and founder of Physiocracy, Francois Quesnay, inspire by the circulation of blood 
in the human body. Most economic models since J. B. Say have focused on the reciprocal flow of 
income between producers and consumers, leaving out payments for debt service and property rent. 
(See Say’s Law and John Maynard Keynes.) But a rising proportion of income is diverted to pay 
interest charges as the economy’s debt overhead grows over the course of each business cycle and from 
one business upswing to the next. Because most net creditors either are institutional investors or belong 
to the population’s wealthiest layer, this debt service appears as “saving,” which Keynes criticized in 
his General Theory for reducing the demand for current output. 

Circular flow (new model): The old circular flow: from industrial companies to their employees, who 
use their wages to buy what they produce. This is why Henry Ford famously paid his workers the then- 
towering $5 a day. This was Say’s law: Income paid for production is matched by consumption, in 
order for equilibrium to be maintained in a way that enables the economy to keep on growing. 

The new circular flow: from the Fed and Treasury to Wall Street in bailouts, back to Washington in the 
form of campaign contributions. The money is circulated without having to go through the “real” 



economy of production and consumption at all. 

Class: Classical political economy defined classes by their relationship to the means of production - 
land, labor and capital. Landlords charged rent, workers earned wages, and capitalists employed wage- 
labor to produce commodities to sell at a profit. The implication was that each form of income was a 
payment to a factor of production, without paying much attention to taxes or interest payments to the 
government and to creditors. All classes tend to be taxpayers and also to be debtors and creditors 
simultaneously. 

A class approach thus relates only to one part of the overall economy. The American protectionist 
Simon Patten suggested that public improvements (such as the Erie Canal, roads and communications) 
were a fourth factor of production. Governments levy taxes to support a royal or civil bureaucracy (see 
Milovan Djilas, The New Class for a study of a Soviet-style government class), and to wage wars. 
Meanwhile, creditors supply money in exchange for interest; but money is not a means of production. 
One cannot really speak of a “saver” or “creditor” class as such, because all classes are savers, and 
most also are debtors. 

Class warfare: The 19th century’s most characteristic economic warfare saw industrialists fight to keep 
profits high by minimizing labor’s wages. Toward this end they fought not only against labor unions 
and socialists but also against landlords and monopolists, so as to obtain a competitive advantage 
against foreign industrial employers by purchasing food in the cheapest markets and supply necessities 
at the lowest price. Class warfare and free markets thus were intertwined in Ricardo’s day. 

Today, financial managers have taken control of industry, using its profits to pay interest and other 
financial charges. Meanwhile, finance supports real estate and monopolies as its major collateral for 
loans. The upshot is that interest now is paid more out of economic rent than profit, prompting the 
financial lobby to defend monopoly rights and economic deregulation. The banking and financial sector 
finds its major source of business in real estate, the economy’s largest sector (accounting for 70 percent 
of bank loans), followed by mining and other natural monopolies, including the public monopolies such 
as water, power and communications that are now being privatized. 

Labor has won concessions from industry, but still has not come to terms with the role of finance in 
squeezing an economic surplus out of companies that are “financialized.” Having transmuted industrial 
capital into finance capital, the latter is now moving to take over governments to promote its interests 
(see Moral Hazard and Washington Consensus). In colloquial language, however, the term “class 
warfare” is applied only to debtors and employees seeking to protect their position as wealth is 
increasingly concentrated at the top of the economic pyramid. (See Compound Interest.) 

Classical political economy: The body of economic analysis emerging out of 18th-century 
Enlightenment’s progressive moral philosophy, extending from the Physiocrats (see Economists) and 
Adam Smith through David Ricardo and John Stuart Mill, culminating in Karl Marx. The common 
denominator of these writers was the labor theory of value and the complementary theory of economic 
rent, developed to isolate non-labor costs (see Free Lunch). Their critique of rentier income was 
countered by a post-classical “neoclassical” school of economists (see Marginal Utility, Neoliberalism 



and Road to Serfdom.) 


Clean Slate: The policy of annulling debts to save the economy and society from being torn apart 
financially and property being transferred to creditors through debt foreclosure. Originally a royal 
practice in Bronze Age Sumer and Babylonia, this policy became the core of Judaic Law in the form of 
the Jubilee Year. In modern times a moratorium was declared on Inter- Ally World War I debts and 
German reparations in 1931, but debt cancellations now occur only through personal or corporate 
bankruptcy, not on an economy-wide basis. 

Client oligarchy: The ruling class of a “developing” (that is, backward) country that has been co-opted 
into serving U.S. and cosmopolitan finance capital in exchange for agreeing to IMF and World Bank 
“conditionalities” and permit capital flight (“free capital movement”) and un-taxing monopoly capital 
and other property, mainly for the benefit of foreign investors, including the client oligarchy via its own 
offshore financial accounts (see Offshore Banking Centers and Democracy). 

Colonialism: A policy whereby a mother country underdevelops its periphery by imposing a double 
standard favoring industry, food self-sufficiency and high technology at home, and raw-materials 
production and low-wage manual labor abroad; and democracy at home, in contrast with client 
oligarchies in the colonies, whose loyalty and even identity lies mainly with the mother country and 
helps provide it with inexpensive raw materials and other products which it chooses not to produce at 
home. See Gains from Trade and Underdevelopment. Superceded by Dollar Hegemony. 

Commons: Publicly held land and other economic infrastructure in the public domain, such as water, 
land, radio airwaves, forests and air, and natural monopolies such as transportation, power and 
telephone service, to be organized in society’s overall long-term self-interest rather than monopolized 
by private-sector rentiers. The idea of an inherent “tragedy of the commons” resulting from overuse 
often is cited as the reason why this policy cannot work over time. However, that ideological position 
does not reflect historical reality. The commons traditionally have been treated with a view toward 
long-term preservation of social integrity and balance. 

Communism: In Marxist and Leninist terminology, the final stage of socialism in which the state is to 
wither away. But the outcome of the Soviet model turned out to be a Stalinist dictatorship by the party 
bureaucracy. Anti-government ideologues claim that this is the inherent fate of socialism, statist, or 
even mixed economies that wield public regulatory power. 

Company: From “companion,” literally those who break bread together; originally a “company of 
men” in the form of marauding bands seizing lands and subduing their populations. The narrowing of 
this term to mercantile commerce retains the idea of a closed band, most notoriously in the form of the 
limited-liability corporation (LLC). The latter is a legal filter to protect businessmen from economic 
liability for their actions. As such, a limited liability company is the alternative to taking responsibility 
for the so-called “external” environmental and social costs of doing business, shifting these onto 
society at large. (See Externality.) 

Compound Interest: The exponential rate at which an interest-bearing loan or debt doubles under 
conditions where the interest is added onto the loan principle, earning interest itself. (See Doubling 



Time, Rule of 72 and Sinking Fund.) The basic doubling curve is described mathematically as y=x2. 
The phenomenon was known already in the Old Babylonian period c. 2000 BC by the term “interest on 
interest” (mash-mash). However, loan contracts were for a specified duration, and when they expired 
the creditor had to draw up a new contract to receive further interest. 

Prior to 1972 it was normal for Latin American countries simply to borrow the interest charges due on 
their foreign debt each year. This practice now (2005) characterizes over 20 percent of home mortgage 
loans, in order to “free” debtors from having to pay the amortization charges (and thereby leaving their 
debts to continue to multiply rather than being paid off). 

Conditionalities: The requirement by the IMF and World Bank that indebted governments sell off their 
public domain and public enterprises, and also deregulate their monopolies and markets in exchange 
for creditor nations rolling over their foreign debts and refraining from overthrowing their governments 
either by covert means or by force. Conditionalities are imposed mainly on hapless third-world debtors 
and the post-Soviet bloc, with the support of local client oligarchies. (See Washington Consensus.) 

Consumer: A euphemism for wage earner, viewed in terms of spending power rather than earning 
power. Today, a consumer is a debtor, as consumption standards have been maintained only by running 
deeper and deeper into debt. (See equity withdrawal.) 

Consumer economy: As part of the postindustrial service economy, employees and workers are 
referred to as “consumers” and proclaimed king rather than the exploited factor of production. But it is 
the advertisers and mass-market producers who occupy the commanding position in shaping consumer 
tastes. Television and radio as well as the printed media have been turned into advertising vehicles and 
only incidentally for the news or culture. Poll-takers have found that the most open to being influenced 
are youth, up to the age of 25; after that age, they tend to become cynical. This helps explain why adult 
programming has been largely ignored by today’s media, throwing into question the real meaning of 
participatory democracy. 

Corruption: Progress in a direction that depletes society’s power to live and grow, e.g. as democracy is 
transformed into oligarchy. It may take the form of an originally useful idea gone bad or turned into a 
zero-sum activity. See Law of Unintended Consequences. 

Creative Destruction: Joseph Schumpeter famously cited creative destruction as the motive force of 
entrepreneurial capitalism. He defined it as innovations that were able to undersell and hence replace 
earlier production or distribution technologies. 

Socialists accused capitalism of being a system that makes money out of, and in fact, thrives on, 
destruction and tragedy. Is there truth in this? 

Ancient communities sought to protect the weak and poor, especially debtors (but not slaves captured 
from other communities, to be sure). Hardship was made temporary. Individuals reduced to debt 
bondage (usually as a result of natural disaster, warfare, death or infirmity) were released after a given 
period. Rulers decreed Clean Slates that annulled the backlog of debts, liberated the bond-servants and 
returned the land-tenure rights to debtors who had forfeited them to creditors or sold them under 



economic duress. 


The reason for avoiding creative destruction was that by depriving the citizenry of land and liberty, it 
destroyed the community’s ability to field an army, as a prerequisite for citizenship was land tenure and 
personal liberty. This is why even classical antiquity (Judah and Rome) liberated debt servants and 
even slaves in times of military attack so that they could fight in defense of their communities. This 
was in an era where a community’s survival reflected largely the size of its free population. 

This no longer was the case as armies shifted to mercenaries rather than depending on the draft of 
citizens. Today, a nation’s economic surplus is likely to be larger with less population. Prosperity under 
industrial and finance capitalism often is achieved in a manner that breaks up families and reduces the 
population. 

Most notoriously, neoliberal anti-labor policies have led to severe demographic collapse in Russia and 
the Baltic states, and even Western Europe is losing population. Destruction is becoming less “creative” 
as this collapse is not associated with rising productivity and investment, but merely with the 
destruction of government’s ability to tax and spend. 

Credit: A debt that has not been paid. As a verb, credit is the act of establishing a debt on the part of a 
loan recipient or buyer. Money is a form of credit, putting its holders in the position of a creditor vis-a- 
vis the rest of society willing to accept money in payment for their goods, property or labor. 

Crusade: An attack that unifies both the attacking body and the body being attacked, as when Christian 
Europe attacked the Moslem Near East in the 12th century. However, crusades typically end up being 
politically divisive and cult-like, polarizing society between crusaders and their enemies. In this respect 
political and economic crusades are like religious crusades. (See Fundamentalist, Neoconservatives, 
Neoliberalism and Road to Serfdom.) 


D 

Debt: Only pure assets and equity ownership exist without corresponding debt. For financial saving, 
one party’s saving deposit, loan or credit appears as another party’s debt on the opposite side of the 
balance sheet. (Even net worth appears on the liabilities side of the balance sheet.) 

Debt bondage: The obligation of debtors to provide their own labor and/or that of family members to 
creditors to carry the interest and principal charges on loans or other financial claims. In today’s 
postindustrial economy this obligation takes the form of homeowners and employees spending their 
working lives paying off their mortgages and other personal debts in an attempt to improve or merely 
to maintain their economic position. 


Debt drag: Like fiscal drag, the rate at which leakage from the production-and-consumption sector to 
the FIRE sector. 



Debt deflation: A diversion of the circular flow of spending between producers and consumers to pay 
creditors. Revenue diverted in this way is channeled into yet more lending, imposing yet higher debt- 
servicing charges which aggravate the debt deflation. Debt deflation and asset-price inflation usually go 
together in a symbiotic financial relationship as creditors use their receipt of debt service to make new 
loans that tend to further inflate asset prices. (See Compound Interest.) 

Debt overhead: The cost of carrying debts (and hence, savings), including interest and dividends, 
amortization and other financial charges (late fees and overdraft penalties, which now absorb nearly as 
much as interest charges for U.S. credit-card companies). This overhead, which creditors euphemize as 
wealth creation, grows exponentially at compound interest. (See Fragility.) 

Debt peonage: Ambrose Bierce observed: “Debt is an ingenious substitute for the chain and whip of 
the slave driver.” 

Debt pollution: Much as environmental pollutants such as DDT distort nature’s environmental balance 
and block the reproduction of life, so the buildup of debt halts economic expansion by absorbing 
income otherwise available for new investment and living. Debt pollution in the form of interest and 
amortization charges absorbs the economy’s surplus, preventing it from being used to replace capital, to 
say nothing of expanding the means of production and raising living standards. (See Conditionalities, 
Environment, IMF and Parasitism.) 

Debt, public: The alternative to money and credit creation by the national Treasury, resulting in the 
need to tax the economy to pay carrying charges on the debt. 

Decline of the West: This decline first occurred with the collapse of the Roman Empire under the debt 
burden that ended up stripping its capital and reducing economic life to the Dark Ages of local self- 
sufficiency (see feudalism). It threatens to recur today as a result of the postindustrial economy’s debt 
deflation and asset stripping. 

Decontextualization: The tendency for Chicago School, Austrian and neoclassical economists to take 
markets and business behavior out of their social, institutional and historical context so as to exclude 
the effect of finance and property on production, consumption and general economic welfare. This 
methodological shortcoming results in Junk Science. (Contrast with Externality and Systems Analysis.) 

Democracy: The political stage preceding oligarchy, according to Aristotle. It is now a term applied to 
any pro-American regime that supports the Washington Consensus, regardless of its political stripe but 
typically run by a client oligarchy, often using the slogans of free choice and self-determination. When 
Russia’s Vladimir Putin is called anti-democratic, for instance, what really is meant is anti-oligarch. 
This would seem to confirm the association between democracy and oligarchy. A safely democratic 
economy is one where big business moguls rather than the State own the TV stations, magazines and 
the popular press. Thus in Russia the Yeltsin junta spoke of its critics as “undermining democracy” 
during the election period, when the oligarchs’ TV steered voters away from any critical response. 

Depreciation: The theory of depreciation as an element of value was developed by none other than 
Karl Marx in his critique of Quesnay’s Tableau Economique. He likened depreciation of capital 



equipment to that portion of the agricultural crop that had to be set aside as seed-grain for the next 
year’s crop. It follows that for buildings and other capital improvements, real-estate investors are 
allowed to recapture their original outlay in the form of depreciation allowances without having to pay 
income taxes, because depreciation is a return of capital, not a return on capital (profit). 

The depreciation rate is supposed to reflect the rate at which machinery, buildings or other capital 
goods wear out or become technologically obsolescent as a result of being less productive than new 
higher-productivity equipment or other capital. However, the lifetime of buildings tends to be infinite, 
while their reproduction costs increase and their site value rises even more rapidly as a result of asset- 
price inflation. (See Over-depreciation.) 

Dependency: The loss of choice. Establishing a world system based on foreign dependency is the aim 
of the Washington Consensus. This is achieved by indebting foreign countries, making them dependent 
on meeting IMF conditionalities to obtain the resources to avoid defaulting on their loans and seeing 
the market price of their currency fall (and with it the price of their labor and the domestic-currency 
cost of servicing dollar-denominated debts). The essence of dollar hegemony is to maximize U.S. 
choice by minimizing the choice of foreign economies to pursue policies not deemed in the interest of 
the United States, obliging them to depend on the United States for new dollar credit, food and 
technology. 

Deregulation: A dismantling of anti-monopoly rules and safeguards so as to shift planning into the 
corporate sector run primarily by its financial managers for their benefit, not to maximize long-term 
growth and new investment as is so often portrayed. Inasmuch as the essence of rulers and government 
is rule-setting, deregulation represents an undoing of public power in society’s broad interests, on the 
ground that public power is inherently corrupt and run in the bureaucracy’s narrowly self-serving 
interest. 

Developing country: A patronizing term for former European colonies hitherto called backward, 
aiming to cast their backwardness, economic polarization and international dependency in a favorable 
semantic light by implying a teleological tendency toward food dependency and financial dependency 
as a byproduct of the gains from trade resulting from the international division of labor. A less 
euphemistic synonym is “third-world countries.” 

Development: As applied by economists to third-world countries, a process of specialization leading to 
food and credit dependency, usually the result of colonialism in the past and most recently, of predatory 
global financial behavior under Dollar Hegemony. See Stages of Development. 

Devil: A special interest that usually works best unseen. As the poet Baudelaire noted, “The devil wins 
at the point he convinces people that he doesn’t exist.” Financial wealth long was called “invisible 
wealth,” in contrast to “visible” wealth in the form of landed property. Operating on the principle that 
what is not seen will not be taxed or regulated, real estate interests have blocked government attempts 
to collect and publish statistics on property values. (See Invisible Hand.) 

Diminishing rate of understanding : As society grows so much more complex as to be “thing- 
oriented,” people tend to lose the ability to integrate the overall system. Perception is broken down into 



a series of sensations. Culture turns into a way of “amusing ourselves to death,” as Postman put it, 
rather than as a key to understanding the world’s structure and how individuals and society interact. But 
the main cause of a diminishing rate of understanding the economy results from analysis becoming a 
public-relations exercise based on euphemisms promoted by the vested interests to represent their 
behavior in a positive light and under no circumstances to be a zero-sum activity or otherwise 
exploitative and rent-seeking. 

Diminishing returns: The idea, popularized by David Ricardo, that food production became 
increasingly costly as population expanded and forced recourse to less fertile (and more distant) soils. 
The effect was to increase food prices at the high-cost extensive margin of production. This price rise 
would increase economic rent on the more fertile soils already cultivated, Ricardo warned. It was to 
minimize this economic rent that he urged Britain to adopt free trade in grain. (Malthus countered that 
landlords would increase farm productivity at the intensive margin by investing their rent in capital 
improvements.) 

Subsequent economists have assumed diminishing returns not for empirical reasons but because only 
this assumption enables them to close their mathematical models with a single determinate solution, 
which they have taken as the badge of true science. (Increasing returns have not simple determinate 
solution, but tend to change the economic environment and hence leave the realm of post-classical 
economic logic.) (See S-curve.) 

Discretionary income: Income that recipients can spend at their own discretion after meeting non- 
discretionary obligations headed by debt service, rent and payment for basic necessities such as food 
and transportation. In government budgets, interest payments are classified as non-discretionary, while 
social welfare and other long-term programs are categorized as discretionary, meaning that they can be 
cut back as being of secondary priority to financial claims and those of political insiders generally. 

Dismal science: A term coined by Thomas Carlyle to characterize classical political economy, based as 
it was on a combination of the Ricardian assumption of diminishing returns in agriculture (ironically 
formulated just at the time when Justus von Liebig, Ludwig Thaer and other agricultural chemists were 
discovering ways to chemically increase soil fertility, and while agriculture was being mechanized), 
and Malthusian population theory postulating that higher incomes would lead the working classes to 
procreate more rapidly (just at a time when national demographic statistics were showing that the 
higher the income group in any country, the slower the rate of population growth tended to be). 

Dollar Hegemony: America’s ability to export dollars in exchange for foreign goods, services and asset 
ownership, as if these U.S. Treasury IOUs had an intrinsic value that would end up being worth 
something to their holders, e.g. as gold or other hard assets. (See Balance of Payments and Chartalism.) 
The basic principle is that U.S. consumer demand and military spending should be the “engine” that 
drives foreign production, rather than production abroad driving domestic consumption (as in Say’s 
Law). (See Parasitism.) 

Dollar standard: An international arrangement in which central banks agree to hold their international 
savings in the form of loans to the U.S. Treasury rather than in gold or other assets. 



Doubling time: The time it takes for an interest-bearing loan, savings deposit or debt (or other rate of 
increase, such as price inflation) to double. (See Compound Interest and Rule of 72.) 

Dutch disease: The term refers to a country richly endowed with natural resources whose export 
pushes up its exchange rate, putting its manufacturing at a price disadvantage with respect to foreign 
competitors. In the 1960s and ‘70s the Dutch discovered natural-gas deposits that could be pumped out 
of the ground at low cost. Export of this gas led Holland’s currency to be overvalued relative to that of 
other countries. Wages were pushed up and the manufacturing sector lost competitiveness. Since it was 
the first time that this mechanism was observed at such a scale in a relatively developed country, it was 
called “Dutch disease.” (The phenomenon soon spread to Norway following that country’s discovery of 
North Sea deposits.) 

Dutch finance: The term coined after Britain’s 1688 Revolution for the new royal policy of financing 
wars or other fiscal deficits by borrowing, especially from foreigners (in this case the Dutch), rather 
than by taxing property on a pay-as-you-go basis or creating its own credit. Interest charges on the 
bonds are serviced out of special taxes typically levied on essentials. Adam Smith opposed this 
taxation, the government debt that led to it, and the wars and colonial rivalries that led to this debt. 
Pointing out that Dutch finance was a means of making the war’s actual economic cost less visible to 
the population by stretching out its expense over time, Smith concluded that financing wars on a pay- 
as-you-go basis would deter popular support for royal military adventures. 

Dystopia: A social system that leads to economic polarization and shrinkage, held together by 
repressive authoritarian or imperial policies. (See Inner Contradiction.) 


E 

Earned income: Wages or profits earned by labor or capital for their role in producing goods and 
services. As such, earned income excludes economic rent and interest, which are property and financial 
returns that must be paid out of profits and wages. 

Ebitda: An acronym for earnings before interest, taxes, depreciation and amortization. A more 
colloquial term is cash flow. 

Economic rent: See Rent, economic. 

Economist: Originally a member of the Physiocratic School (L’Economistes) founded by Francois 
Quesnay who developed the Tableau Economique as the first formal national income statement. They 
sought to replace France’s proliferation of excise and income taxes with a land tax” (l’impot unique), 
on the logic that the sun and other forces of nature created the economic surplus off which industry and 
commerce functioned as merely converting natural resources into goods. The Economistes accordingly 
worked with other reformers to check the aristocratic and royal rentiers, prompting Abbot Barruel to 
write in his memoirs with respect to the French Revolution that “Three groups characterize the 



revolution; atheists, Encyclopaedists and Economists.” Along similar lines Edmund Burke wrote in On 
the French Revolution that “The age of chivalry has gone. An age of sophists, economists and 
calculators has triumphed; and the glory of Europe has been extinguished for ever.” (See Dismal 
Science.) The tax reformer Henry George derided economics as: “. . .a science which. . .seems but to 
justify injustice, to canonize selfishness by throwing around it the halo of utility. . .” (Study of Political 
Economy, p. 6). 

The Greek roots of the term “economics” stem from Aristotle, whose terms oikos (“house” or 
“household”) and nomos (rule) often is trivialized as “household management.” The paradigmatic 
“household” was the Near Eastern “large house” (Sumerian and Babylonian e.gal), a temple and later a 
palace, which Assyriologists usually translate as “large institutions.” It was from these public 
institutions that private households adopted standardized weights, measures and prices, as well as other 
management tools. 

For examples of modern deductive economic methodology, see Diminishing Returns, Factoid and 
Parallel Universe. For its general methodology see Junk Science. 

Enlightenment: The Enlightenment presented its program as stripping away artificial political 
institutions so as to restore the natural order. Diderot explained that the natural order would be restored 
when the last king was strangled with the entrails of the last priest. Marx was the final expression of the 
liberal hope that the state would wither away - an attitude that would be inverted by his major political 
followers. 

Environment: In statistics, the context within which trends and correlations operate, e.g. weather 
patterns for agricultural forecasts. For economic statistics, the institutional context within which these 
trends occur. The assumption underlying regression analysis of trends is that the environment must 
remain constant. But in practice the environment is continually changing. This results in a feedback 
between economic trends and the surrounding environment, including now the geological environment 
as well, as a result of global warming and pollution. (See Debt Pollution, Externality and World 
System.) 

Equilibrium: Equilibrium analysis implies that any disturbance will set in motion a self-curing 
response, establishing a new equilibrium. Hence there can be no such thing as a serious structural 
problem, especially inasmuch as the equilibrium is said to result in a balance where every factor of 
production receives its fair economic value. (See Factoid and Invisible Hand.) The notion that 
equilibrium represents an inherently stabile balance - especially one toward which economies naturally 
tend - is one of the least helpful ideas in economics. 

By definition, any economy is in a state of equilibrium at any given point in time. A man falling on his 
face is in equilibrium as his head hits the ground. A third-world debtor economy is in equilibrium under 
conditions where it sells off the pubic domain to foreign creditors to use the proceeds to pay off its debt 
and sustain capital flight. 

In analyzing equilibrium it is necessary to ask just what is being “adjusted” to what, and how the 
adjustment process operates in terms of the distribution and allocation of income and wealth. For 



instance, most economic dynamics are exponential functions (such as compound interest), and 
therefore are polarizing. This leads to “punctuated evolution” by quantum leaps and phase changes. At 
the point where conflicting economic trends intersect, a political decision must be made that is deemed 
“exogenous” to the equilibrium models. Although economists define their discipline as the science of 
allocating scarce resources among competing ends, when resources really get scarce they call it a crisis 
and turn matters over to the politicians. 

Euphemism: The substitution of a nice-sounding term for an unpleasant reality. News reports, for 
instance, call declines in the stock market “profit taking” or a “buying opportunity” instead of a loss. In 
the process of distracting attention, euphemism tends to become elaborated into a full-fledged cover 
story. Since the economics profession has become a public relations office creating euphemisms for 
finance capitalism and the Washington Consensus, the aim has been to prejudice listeners into 
perceiving reality as cognitive dissonance, rejecting it in favor of the cover story. Among the most 
egregious euphemisms along these lines are capital gain, democracy, developing country, free market, 
incentive, labor capitalism, and reform. 

Euthanasia of the rentier: A phrase coined by Keynes in his General Theory of Interest, Employment 
and Prices, reflecting his preference for policies that favor debtors over creditors, and his belief that 
economies would be better off without stock market brokers and other financial-sector overhead. The 
alternative is euthanasia of the rest of the economy. 

Exponential functions: See Compound Interest, Doubling Time, Protecting Savings, and Rule of 72. 

Externality: Most economic practices have an impact that goes beyond the bottom line of the business 
as such, affecting society at large. A large number of these “external” effects are negative - pollution, 
health problems for employees, and political influence. Free-market models seek to distract attention 
from these adverse contextual side effects by deeming them “external” to the proper subject matter of 
economics, on the principle that what is not discussed or acknowledged will not be regulated or taxed. 
(See Decontextualization, Law of Unintended Consequences and Systems Analysis.) 

Extremist: Someone who sees that nearly all social and economic dynamics are polarizing, positive- 
feedback processes, so that economies tend to move toward extremes. Much like religious 
fundamentalists, political and economic extremists believe that nearly all social dynamics must be 
harnessed to do the bidding of their belief system. 


F 

Factoid: A hypothesis, rumor or story so consonant with peoples’ preconceptions that it is accepted as a 
fact or working assumption, even though it often is made up a priori. Among the most notorious 
examples are the ideas of diminishing returns, equilibrium, that privatized ownership is inherently more 
efficient than public management, and that trickle-down economics works. (See Junk Science.) 



Factor of production: Labor and capital are the two basic factors of production, creating value. Many 
classical economists also treated land as a factor of production, but it is rather a property right. It is 
needed for production, like air, but as a legal right it becomes an institutional opportunity to charge 
rent, via a legal claim permitting landlords to levy a toll for access to a given site. In this respect air, 
water, technology, patents and similar inputs are not stricdy speaking factors of production, which 
involve costs that ultimately are reducible to labor inputs. Interest-bearing debt claims hardly can be 
treated as a payment to a “factor of production,” as if they were an inherent part of the production 
process. 

Fallacy, economic: Economic fallicies are often generated by language coinage in the political arena 
and the popular press to be carried forward into subsequent eras. For example, S. Dana Horton pointed 
out in his Silver and Gold (1895) that “The fallacies that lurk in words are the quicksands of theory; 
and as the conduct of nations is built on theory, the correction of word-fallacies is the never-ending 
labor of Science. ... the party in this country, one of whose great aims was, at one time, the 
perpetuation of slavery, owed much of its popular vote to the name Democracy.” Like so many public 
relations and lobbying efforts in the present era, seemingly bland economic and business 
characterizations can stultify generations of economic thought. 

Falling rate of profit: In Marxist economics, profits were expected to decline as production became 
more capital intensive, leading depreciation (a return of the capital invested, in contrast to a return on 
capital) to rise as a proportion of overall cash flow. Strictly speaking, this did not mean that profit rates 
as such would fall, merely that the role of capital recovery would rise. 

Under finance capitalism, profits fall because of the rising debt-intensity of production as more 
corporate cash flow (see ebitda) is paid out as interest, leaving less available as profit. 

Federal Reserve System: The U.S. central bank, established in 1914 (seven years after the 1907 
financial panic) to decentralize monetary authority from the U.S. Treasury to the commercial banking 
system and regional business, in conjunction with providing more flexible credit via the banking 
system. In 1951 the Fed reached an Accord with the Treasury regarding the conflict of interest in which 
the government sought to borrow at the lowest possible interest rate, while banks wanted high rates, 
ostensibly to fight inflation. But as the Gibson Paradox illustrates, trying to fight inflation by raising 
interest rates often tend to aggravate it. Fed policy along these lines led to stagflation by the end of the 
1970s under Fed Chairman Paul Volcker, while the reversal of this policy, flooding the economy with 
low-interest credit under Alan Greenspan, fueled asset-price inflation after 1992, much as had been the 
case in the 1920s under Fed Chairman Benjamin Strong. 

Fictitious costs: Costs over and above labor and capital that are factored into pricing, especially of 
regulated monopolies such as railroads in 19th-century America. The most notorious costs are interest 
charges (which are treated as a cost of doing business rather than as a business decision to leverage 
one’s own investment), stock options and bonds issued to financial and political insiders, as well as the 
management and underwriting fees charged by money managers and investment bankers. Neoliberal 
reforms greatly expand opportunities for such pseudo-costs to proliferate. 

Fictitious costs are book-keeping costs not economically necessary for production to take place. As 



such, they are costs accruing to fictitious capital, most notoriously in the form of “watered stocks” that 
railroad barons and other captains of industry or emperors of finance issued to themselves around the 
turn of the 20th century. Such costs are institutional in character, associated with the transition from 
industrial capitalism to finance capitalism. 

Fiduciary responsibility: Money managers look at their clients in much the way that a lawyer does: 
“How much can I make off this person without formally breaking the law?” The answer usually 
depends on how much the client has, and how high a commission the money manager can make. The 
norm among many insurance-company managers and brokerage houses is to unload bad securities onto 
the client (as companies such as H&R Block and others did with Enron stock), or to “churn their 
accounts” to generate trading fees. Even quicker money has been made recently by negotiating a 
complex derivative straddles almost guaranteed to wipe out the hapless risk-taker. The objective of 
money managers thus is to minimize legal restraints on fiduciary irresponsibility, euphemized as 
“responsibility.” The post-Enron prosecutions of New York Attorney General Eliot Spitzer provide a 
compendium of stratagems that money managers, banks, insurance companies and stock brokers have 
been able to get away with by “stretching the envelope” of fiduciary responsibility. 

More far-sighted money managers of long-term funds have no way of knowing how much money their 
clients may accumulate over their working life, but are satisfied simply to take a commission on 
whatever is invested - say, 2%. This is as much as most stocks yield in dividends these days. The 
money manager’s objective in agreeing to this fee is thus to obtain all the earnings on the current return 
their clients receive. 

The biggest bonanza of all would be to gain responsibility for managing the Social Security system’s 
compulsory saving. Its privatization would steer funds into the stock market, producing financial gains 
to savers and higher commissions for money managers. A rise in price/earnings ratios would increase 
proportion of current income absorbed in management commissions. If the manager guesses wrong and 
stock prices decline, the manager’s commission will be paid in any cases. Only the losses belong fully 
to their clients. (See Bubble, Labor Capitalism.) 

Finance Capitalism: A term coined by Bruno Hilferding to signify the evolution of industrial 
capitalism into a system dominated by large financial institutions rather than industrial firms. 

FIRE sector: An acronym for Finance, Insurance and Real Estate, combined in the national income 
accounts to reflect the symbiosis between these sectors. See Rentier. 

Fiscal surplus: A deficit for the economy at large, paid to the government as taxes and user-fees. The 
monetarist idea that a fiscal surplus can be “healthy” overlooks the deflationary effect that such 
surpluses have on economies, whose major source of monetary growth typically consists of the 
economy’s surplus with the government, that is, a Keynesian-type fiscal deficit. (See Chartalism, Debt 
Deflation, Sinking Fund, State Theory of Money and Treasury.) 

Forced saving: In Communist economies, the deduction of wage credits to build up accounts to prepay 
for consumer goods that will be delivered at a future time. In the United States, wage withholding to 
prepay for public Social Security and medical insurance, as well as for pensions. (See Labor 
Capitalism, Pension-fund Capitalism, Savings and Tax Shift.) 



Fragility : Financial markets become fragile as the volume of debt service expands at compound 
interest to a point where it exceeds the ability to pay. The term was coined by Hyman Minsky, who 
explained that financial markets tended to turn into Ponzi schemes, the stage of the credit cycle in 
which debtors borrowed from the creditors the interest payments falling due. The effect was to add the 
interest that fell due onto the debt balance. This is how Latin American countries financed their foreign 
debt until the system imploded in 1982 with Mexico’s insolvency. Debt leveraging collapses at the 
point where income and new loans are unable to cover the interest charges, resulting in a break in the 
chain of payments. (See Debt Deflation.) 

Free lunch: Most business is now all about seeking a free lunch, that is, payment for goods or services 
that have no counterpart in actual costs of producing them. (See Economic Rent and Parasitism.) In 
order to deter public regulation against this practice, its recipients adopt the cloak of invisibility 
provided by Milton Friedman’s claim that there is no such thing as a free lunch. His doctrine promotes 
free markets (q.v.), which open the way for rent-seekers to obtain a free lunch at society’s expense. 

(See Chicago School.) 

Free market: Markets dominated by the financial and propertied classes whose objective is to secure 
all discretionary income for themselves, ultimately by asset stripping, leaving the economy without 
freedom of choice except to pay the rentier class. Hence, a market in which choice is minimized, by 
stripping away all government protection against monopoly and predatory behavior. (See Free Lunch, 
Kleptocrats, Military Junta and Race to the Bottom.) 

Fundamentalist: If one is going to invert an ideology, the line of least resistance is to claim that one is 
going back to its origins to restore its “fundamentals.” Christian, fundamentalists supporting the rich 
against the poor have expurgated the Bible’s economic message, replacing Biblical sanctions against 
usury and economic selfishness with a diversionary focus on sexual intolerance. (See Crusade.) 


G 

Gains from Trade: A euphemism for trade dependency resulting from the specialization of production 
between food-surplus nations and food-deficit countries, and the parallel polarization between high- 
technology and low-wage producers. Originally coined by free-trade advocates, the term is now used 
primarily by the agriculturally protectionist economies of North America and Western Europe. Under 
Ricardian trade theory, the gains from trade are measured by the amount of labor and related costs to 
importers of producing similar products at home. Left out of account are foregone improvements in 
agricultural and industrial productivity. Gains-from-trade theorizing thus encourages passivity and 
reinforces existing production patterns, economic polarization and debt dependency. (See Colonialism, 
Washington Consensus and World Bank.) 

General Theory: The title Keynes chose for his General Theory of Employment, Interest, and Money 
(1936) has caused much confusion. The word “general” reflects the prestige given by Albert Einstein’s 



general theory of relativity. Economists over the centuries have used the term in a less formal sense, to 
refer to typical categories that are not necessarily all-inclusive, or categories that are purely 
hypothetical and abstract rather than realistic. This is especially true of free-trade economists and 
monetarists projecting their categories onto the world as if they were universally valid. Ignoring the 
economy’s free lunches, their theorizing was not sufficiently general to include the financial dimension 
of debts or property and the incompatibility of these rentier claims with the economy’s ability to pay. 

George, Henry (1839-97): An American journalist and author of Progress and Poverty (1879) urging 
the nationalization of land or, subsequendy, the Single Tax on its rental income. His writings did much 
to inspire a generation of reformers and muckrakers exposing the oil and railroad monopolies and their 
economic rent, as well as the insider real-estate dealings that had created many of the largest American 
fortunes. 

Whereas the Physiocratic impot unique was rationalized on the ground that only nature and agriculture 
were productive, George followed David Ricardo in pointing out that ground-rent was unearned. 

Taxing the land would not remove it from production, but would collect for the public the value created 
by the community in the form of prosperity and public infrastructure. George’s writings proved 
counter-effective, however, by frightening neoclassical economists from analyzing economic rent, 
prompting them to conflate land with capital and rent with profit so as to avoid addressing the issues 
raised by George, Karl Marx and John Stuart Mill. Politically, George was self-defeating in turning to 
capital for support, hoping that his anti-labor stance would endear his ideas to industry and finance. His 
followers ended up fighting socialists even more than the landed interest. 

Gibson Paradox: A condition in which rising interest rates are accompanied by rising prices rather than 
imposing price deflation on the economy. Mainstream monetarist theory claims that higher interest 
rates will reduce the attractiveness of new direct investment and employment, and hence will slow 
aggregate demand by diverting spending away from markets for goods and services to pay creditors. 
But higher interest rates also raise costs, headed by real estate and industry financed on credit. (See 
Stagflation.) 

Government: From the Greek root cyber, meaning “to steer” (as in cybernetics), this social control 
function historically has been provided by public institutions. The modern and indeed, ancient role of 
government is to promote security, equality under the law, economic stability and fairness, and to 
provide legal redress against injurious acts so as to prevent economic polarization from downgrading 
the status of citizens. Public regulation aims at maintaining a level playing field via the rule of law, 
maintaining checks and balances between the private and public sectors, between producers, merchants 
and consumers, and between creditors and debtors. 

The financial sector and its neoliberal supporters (see Chicago School, Free Market) seek to limit 
government authority in order to monopolize it for themselves, to prevent public regulation of 
monopoly rent, and to shift the public tax burden off their own shoulders. (See Oligarchy, Postmodern 
Economy, Regressive Taxation and Tax Shift.) 

Ground-rent: The formal term for that portion of rent paid simply for the use of property rights in land, 



especially in Britain where landownership often is separate from the ownership and use-rights of 
buildings and other capital improvements. Since the Norman Invasion of 1066, British landlords have 
charge the ground-rent in the form of long-term leases separately from what the property user may pay 
for the buildings or other improvements. Such ground-rent is a purely institutional property payment. 
As such, it is only a portion of the overall property rent. (See Economic Rent, which also is taken by 
monopolists in many sectors outside of agriculture.) 


H 

Half-life: In physics, the time it takes for half the mass of a radioactive element to decay into the next- 
lower isotope or element, typically ending in a stable and inert element such as lead. By extension, the 
time it takes for an economic theory or ideology to lose half its influence, e.g. as Marxist value theory, 
Henry George’s Single Tax, Keynesian income theory, Chicago School monetarism, or most recendy, 
neoliberalism. In international relations, the time it takes for an industrial creditor nation to dissipate 
half of its economic advantage and free lunch. 

Have-nots: People who have debts instead of wealth. 

Hubris: A Greek term meaning overgrowth or proliferation, an addiction to power involving abusive 
behavior toward others, above all by victimizing people economically, typically as creditors. By 
extension, the belief that one is above the law or can get away with their abuses, e.g. as in the corporate 
scandals that saw Ivan Boesky and Michael Milken at Drexel-Burnham, Bernard Ebbers at WorldCom, 
and numerous Enron executives sent to jail for their outrageous personal greed. (See Wealth 
Addiction.) 

Hyperinflation: A price-rise caused by a chronic balance-of-payments deficit that obliges countries to 
increase the money supply. Currency depreciation precedes and exceeds the monetary increase and 
domestic price rise as central banks throw domestic currency onto foreign exchange markets in order to 
raise the money to pay foreign debts. Originally a wartime phenomena during Britain’s Napoleonic 
Wars, the most notorious examples occurred in Germany after World War I as a result of its reparations 
debt, and later by indebted third-world countries seeking to finance their trade deficits and ensuing 
foreign debts. The process can be stopped either by new borrowing (as in the case of the Dawes and 
Young Plans for Germany in the 1920s, or IMF and World Bank loans today), or by a Clean Slate 
declaring a moratorium on foreign debts or limiting the debt service to the country’s ability to pay. 


I 


Ideology: A set of assumptions so appealing that one looks at their abstract logic rather than at how the 
world actually works. (See Insanity.) 



Ignorance: Socrates said that ignorance was the source of evil, because nobody knowingly commits 
evil. But by pursuing their own narrow interests, the financial and property sector destroy the social 
unit, which is the essence of evil as viewed from an evolutionary vantage point. Thomas Hobbes wrote 
in Leviathan (1651) that “Ignorance of remote causes disposeth men to attribute all events to the causes 
immediate and instrumental: for these are all the causes they perceive.” 

Corporate practice has become a combination of the Ken Lay “Enron” defense of executive ignorance 
(“We didn’t know what was going on”) and the Nuremburg defense for subordinates (“We were only 
following orders”). The presumption that the assertion of ignorance is a lie is provided by the fact that 
chief executives were paid millions of dollars in salaries, plus tens of millions of dollars in bonuses and 
stock options. What were these unprecedented sums paid for, if the executives did not know what was 
going on and played little role in management except for being fools? 

IMF: The International Monetary Fund, created at Bretton Woods in 1944 along with the World Bank. 

Immiseration: An economic trend that polarizes the economy rather than improving living standards. 
Under a tax shift and privatization, progress breeds poverty. 

Increasing returns: Over time, increasing returns are the rule for advancing economies as production 
costs decline in agriculture, industry and services. This results in mathematically indeterminate 
solutions not preferred by mathematical economists. Their desire to “close” economic models by 
making them result in a single determinate solution (so-called equilibrium) has led economists to retain 
the notion that economies are typified by diminishing returns. 

Independence: The point at which imperial powers shed their fiduciary responsibility to their colonies 
and turn purely exploitative without having any reciprocal political or social obligations. Under 
colonialism the mother country had a fiduciary obligation to administer colonies in a way that 
developed them. Granting them independence was a means of shedding this obligation, enabling the 
former imperial powers to under-develop client countries by making them food- and debt-dependent. 
The usual strategy is to turn control over to client oligarchies. The right to make political decisions can 
be granted once a country’s hands are tied economically, leaving it with little opportunity to make 
important decisions that might not benefit the former mother country. Political and control was 
replaced after World War II by a more globalized creditor leverage applied by the IMF and World 
Bank. (See Stabilization Programs). 

Inflation: Central banks rationalize their monetary austerity promoting high interest rates by claiming 
that these rates will deter industrial companies from borrowing to invest and hire more labor. The aim 
thus is to deter wage increases, on which price gains are blamed. This rationale has two fatal errors. 
First of all, companies do not borrow funds to invest; they finance new investment out of retained 
earnings. Second, higher interest rates usually are reflected in higher rates of inflation, as debt charges 
are factored into prices so that “fighting inflation” in this way is counter-effective. (See the Gibson 
Paradox.) 

These days the “inflation” in question almost invariably refers only to consumer or wholesale prices. 
When asset prices are inflated for stocks, bonds or real estate, it is called “appreciation,” or even more 



confusingly, wealth creation, as if it were not a cost (e.g., of obtaining a home, office space or other site 
value, or of purchasing a retirement income stream). Hyperinflation invariably is caused by a collapse 
in the foreign-exchange rate resulting from the attempt to pay foreign debts beyond the debtor 
country’s ability to earn sufficient foreign exchange. 

Information economy: A frequent euphemism that the FIRE “service” economy (a term whose 
linguistic root is “servile,” meaning slave). Its economic analysis could equally well be called a 
disinformation economy. The strategy of financial populism is to convince people that the economy’s 
bottom 90% are best served by pursuing policies that favor the top 10%. 

Stated more bluntly, parasitism succeeds by lying. Camouflage is a kind of lying - pretending to be 
innocuous but actually being dangerous. Taking control of the host’s brain is supplying disinformation. 
(See Neoliberalism and Neoclassical Economics.) As Marx put it in the “Afterword” to the 2nd German 
edition of Capital (Vol. I, [1873], London: Lawrence & Wishart, 1954:25), in the wake of classical 
political economy, “Scientific bourgeois economics . . . was thenceforth no longer a question of whether 
this or that theorem was true, but whether it was useful to capital or harmful, expedient or inexpedient 
... In place of the disinterested inquirers there stepped hired prize fighters; in place of genuine 
scientific research, the bad conscience and evil intent of the apologetic.” 

Inner Contradiction: An analytic principle of irony pioneered by Karl Marx, based on the tendency of 
capitalism to impoverish the working class by seeking to make high profits via low wages - thereby 
drying up the market for the products of industrial employers. Imbalance in one direction (such as 
asset-price inflation) sets dynamics in motion that counteract it (e.g., debt deflation). The principle of 
security for private property leads to monopolization, financial foreclosure and hence expropriation. 
Democratic control of government enables the vested interests to shape voting patterns through their 
control of the mass media via advertising and direct ownership. 

Insanity: Doing the same thing and following the same policy repeatedly, and believing that next time 
the outcome will be different. In economics, an ideological repetition compulsion. (See Free Market, 
Ideology and Labor Capitalism.) 

Institutionalism: The technology of production is common to most economies at any given point in 
time. Where economies differ is in their institutional structure, above all with regard to property and 
finance external to the technology of production. Free-market advocates oppose the study of property 
and finance on the ground that these institutions are created and regulated by society rather than 
inherent to economies, and thus are social in character - and implicitly regulatory and self-directing. 
The political objective of free-market advocates is to concentrate this planning power in the hands of 
the financial and property sector rather than government, and hence describe the study of these 
institutions as lying outside the sphere of economics, which is supposed to be limited to markets as they 
would exist in a “pure” or closed system as if governments and society did not exist. Institutionalism 
sometimes is held to be devoid of theoretical content, on the ground that institutions are not inherent 
and “natural,” hence not a subject for “scientific” economics. 

Interest: Antiquity had no distinct word to distinguish interest from usury. The distinction was drawn 



by medieval Churchmen to contrast commercially productive loans with personal usury, on the logic 
that commercial creditors shared in the risk of profit-making business ventures under traditional legal 
terms that freed merchants from debt in cases where they lost the money through no fault of their own. 
In such cases commercial interest was supposed to cover the banker’s or other creditor’s cost of doing 
business, plus compensation for risk. (See however watered costs.) This Church ruling enabled credit to 
be extended to finance foreign trade (see agio). In practice, what legitimized the charging of interest- 
usury was borrowing by governments to spend on war. 

Henceforth, the ancient term usury was limited to interest charges in excess of the legal maximum. The 
maximum limit was raised steadily over time, and finally removed altogether by the 1980s when 
interest rates peaked at 20 percent. 

Interest, compound: See Compound Interest. 

Interest, mortgage: Mortgage interest represents about 70 percent of all interest charges in the U.S. and 
British economies. This revenue now absorbs all the otherwise taxable profits for the commercial real- 
estate sector, leaving no revenue available for the tax collector (and in fact creating “book losses” that 
investors use to offset income earned on their other operations). 

Investment: In colloquial speech this word often refers to the sum total of one’s assets. Only a part of 
this represents the investment in new tangible capital formation in the form of means of production. 
Increasingly, it represents opportunities to extract rent. Thus, whereas industrial capital produces 
profits, rent is a return to rentier claims. This technical word is needed in order to overcome the 
rhetorical confusion that finance capital has promulgated in its pretense of being productive tangible 
capital. 

Investor: Not all buyers of assets are investors. The traditional connotation of investors is that they 
create means of production. Rentiers buy up existing preconditions for production in search of interest 
and dividends, rent or capital gains. 

Invisible Hand: Adam Smith made this term famous by postulating that the economic universe was 
organized in such a way that self-seeking producers and other individuals were led by an Invisible 
Hand to increase economic prosperity by seeking their own self-interest. But he also pointed to another 
kind of invisible hand - that which occurred when businessmen of any profession got together and 
conspired against the public good by seeking monopoly power. Less invisible were the efforts of 
landlords to obtain property and “reap where they have not sown.” But increasingly, rent recipients 
have sought to avoid taxation by making the value of their holdings invisible to the tax authorities. 
Britain has not conducted a census of property for over a century, since 1872. The operative principle 
here seems to be that what is not seen will not be taxed or regulated. 

To top matters off, mainstream economics has averted its eyes from land, and also from monopolies, 
treating them both as “capital” in general, despite their different economic dynamics and the fact that 
their income takes the form of (unearned) rent rather than profit as generally understood. The fact that 
most monopolies are obtained by insider dealing and hence corruption gives a more sinister meaning to 
the term “invisible hand.” (See Devil.) 



J 

Jubilee Year: In Judaic Law (Leviticus 25) a Clean Slate to be proclaimed every 50 years annulling 
personal and agrarian debts, liberating bond-servants to rejoin their families, and returning lands that 
had been alienated under economic duress. Long thought to have been merely a literary religious ideal, 
the policy has now been traced back to royal proclamations issued as a matter of course in Sumer and 
Babylonia in the third and second millennia BC. (See Bronze Age.) 

Junk bonds: High-interest bonds, developed in the 1980s primarily by Michael Milken at Drexel 
Burnham to finance corporate takeovers. Mr. Milken was sent to jail for securities fraud and Drexel 
was disbanded as a result of insider trading scandals, for which Ivan Boesky was convicted. The 
damage caused by junk bonds included widespread bankruptcies of savings-and-loan associations 
(S&Ls) and other creditors who bought such bonds. 

The fiscal ruling that made junk bonds possible was that interest-payments to bondholders and bankers 
were tax-exempt, whereas stock dividends had to be paid after first paying income taxes. At a 50% 
income-tax rate, this meant that companies could pay out twice as much pre-tax income as interest than 
they could pay as dividends. The government lost an equivalent amount of taxes, contributing to the 
sharp rise in U.S. public debt in the 1980s, as high interest charges left little or no revenue left to 
declare as profits. 

Junk bonds were economically destructive for a number of reasons. Bondholders were paid off not so 
much by operating companies more efficiently as by downsizing the labor force, outsourcing it, and 
breaking up the company and selling its parts off piecemeal. Even companies that were not taken over 
suffered, as prospective target companies were obliged to resort to poison pills, loading themselves 
down with debt (or undertaking mergers on their own) to make it uneconomic for raiders to take them 
over. 

Junk science: A theory or postulated relationship pretending to be scientific but sponsored by a special 
interest group to divert analysis away from reality. (See Factoid, Neoclassical Economics, Neoliberal, 
Neoconservative, Monetarism, Parasitism, Social Market, Science of Assumptions, Washington 
Consensus and Wrong Turn.) 

Keynes, John Maynard (1883-1946): In the 1920s, Keynes became the major critic of the World War I 
legacy of international Inter- Ally debts and German reparations. Against the monetarist ideology that 
market prices and incomes would fall in debtor countries, supposedly enabling them to pay virtually 
any given level of debt, Keynes explained that there were structural limits on the ability to service 
debts. Accusing Europe’s arms and reparations debts of exceeding these limits, Keynes provided the 
logic for debt write-offs based on the ability to pay. 

Keynes’s Treatise on Money (1930) developed a theory of money and credit as debt, and in 1936 as the 
Great Depression spread throughout the world, published his best-known work, his General Theory of 



Employment, Interest and Prices, which pointed out that Say’s Law had ceased to operate as savings 
were not spent, diverting payments away from markets for goods and services. Yet this book’s 
theorizing about saving did not address the tendency for debts to grow exponentially, in chronic excess 
of the economy’s ability to carry this financial overhead. He came to view savings simply as non- 
spending on goods and services, not as increasing the economy’s debt overhead by being lent out. 

Kleptocrats: Members of Russian President Boris Yeltsin’s “family” and other biznezmen typically 
government bureaucrats or other insiders who stole public-sector assets for themselves after the demise 
of the Soviet state in 1991, simply by registering these assets in their own names or those of banks and 
other corporate shells they created with government acquiescence. (See Free Market, Privatization, 
Reformers and Washington Consensus.) 


L 

Labor: The labor theory of value resolves the value of products and capital goods into labor costs, 
while Say’s Law focuses on how employees spend their wages. Hence, labor often is euphemized as 
“consumers” rather than focusing on the terms of their employment by capital. 

Labor capitalism: Industrial capitalism is based on employing labor to produce goods to sell at a profit. 
The essence of “labor capitalism” is to extract money from labor by deducting payroll income for the 
purpose of inflating stock-market prices. First used by the Chilean dictator Augusto Pinochet, the term 
was adopted by British Prime Minister Margaret Thatcher as a populist label for her policy of 
channeling labor’s paychecks into the stock market while at the same time breaking the backs of unions 
and pursuing sharp anti-labor policies designed to increase profits and reduce labor’s share of national 
output and wealth. In nearly all such cases, labor representatives are by law not permitted to vote their 
share ownership on management policies, but are obliged to remain passive investors - unthinkable for 
any other class of shareholder. 

Labor capitalism: A term popularized by Margaret Thatcher (inspired by her friend Augusto Pinochet) 
to describe an economy in which workers became shareholders but not managers. “Labor’s” role is that 
of the exploited party, not the beneficiary. “Labor” is to “labor capitalism” as “lamb” is to “lamb-chop.” 

Labor theory of value: A way of viewing the economy so as to isolate non-labor elements of price, that 
is, having no cost of production that can be resolved into value as defined by the expenditure of labor 
effort. (See Economic Rent.) 

Laffer curve: A curve, originally drawn on a table napkin by Arthur Laffer, showing the inverse 
relationship between tax rates and tax revenues. The idea is that too high a tax rate will stifle business 
investment and therefore reduce earnings and hence income-tax payments. Ignoring the point of 
inflection where the tax take turned down, anti-government economists argued that even as the tax rate 
approached zero, further tax cuts still would produce more tax revenue. Matters were made even more 
extreme by the fact that although many of Prof. Laffer’s supporters were in favor of abolishing the 



capital-gains tax rate, altogether. See Chicago School and Reaganomics. 

Land: An institutional property claim to a site - in agriculture the soil (often including subsoil mineral 
rights), and in real estate the site’s zoning rights, which play a role similar to that which fertility plays 
in determining the case of agricultural land. 

Landlord: The original term for administrators of land set aside from the rest of the community. After 
the Norman invasion of Britain in 1066, aristocrats were called lords and assigned the realm’s land to 
administer as their source of ground-rent, in exchange for military and fiscal obligations to the palace. 
The term “landlord” now refers to real estate proprietors in general, of whom Adam Smith said of their 
economic rent: “Landlords love to reap where they have not sown.” 

Law of Unintended Consequences: The solution to every problem tends to create new and 
unanticipated problems, whose magnitude frequently exceeds that of the original problem. (See Inner 
Contradiction.) 

Learned ignorance: A term coined by the medieval philosopher Erasmus to describe unworldly or 
gullible book-knowledge. Moliere elaborated the idea in Les Femmes savantes: “A learned food is 
more foolish than an ignorant one.” Thorstein Veblen called this phenomenon educated incompetence, 
the quality of being trained not to recognize the important causal factors at work. Neoclassical and 
monetarist economics show that observers can be trained to overlook what colloquially is called the 
elephant in the room - in this case, financial and property relations. (See Nobel Prize.) 

Liberal: From Latin liber, “free.” Originally an advocate of free trade or laissez faire from government 
regulation. As governments were democratized, especially in the United States, liberals came to 
endorse a policy of active public welfare spending and hence government intervention, especially on 
behalf of the poor and disadvantaged. By the 1960s, American liberals such as Vice President Hubert 
Humphrey became more aggressive and supported arms spending and foreign wars in Southeast Asia, 
leading to budget deficits and stagflation. This helped inspire a countervailing neoliberalism, which 
sought to return to the original tax-protest spirit of Adam Smith’s day - and also to restore the 
centralized aristocratic and oligarchic rentier control of domestic politics. 

Liquidity, Liquify: Credit (the amount of debt that banks will extend against a given collateral) enables 
assets to have a market value and hence become “liquid.” Significantly, the English term “liquidate” 
means to destroy, not to make alive and flexible. The strategy of corporate raiders is to carve up 
companies and force them to liquidate their holdings in order to “liquefy” their assets - and pay them 
out to the raiders, who then move on to the next killing. 


M 

Malthus, Thomas Robert ( 1766-1834 ): British economist and spokesman for its landlord class. His 
Principles of Political Economy (1820) countered Ricardo’s critique of ground-rent by pointing out that 



landlords spent part of it on hiring coachmen and other servants and buying luxury products (coaches, 
fine clothes and so forth), thus providing a source of demand for British industry, and part capital 
improvements to raise farm productivity. This emphasis on consumption and investment endeared 
Malthus to Keynes, but did not deter Ricardo and the financial classes from pressing to repeal the Corn 
Laws in 1846 so as to minimize domestic food prices and hence ground-rent. 

Matters have worked out in a way that neither Malthus nor his adversaries anticipated. Most rent is paid 
to the mortgage bankers as interest by owners who have bought property with borrowed funds. This 
phenomenon has led bankers to drop their opposition to economic rent, and to view landed property 
and monopolies as their largest loan market. 

Most notable in Malthusian population theory was his contrast between compound and simple rates of 
growth, borrowed from earlier debates over the expansion path of interest-bearing debts. Malthus 
shifted the focus away from finance, blaming the poor for their poverty by warning that they would 
respond to higher wages simply by having more children, thereby keeping their wage levels down. 
However, the normal response to rising incomes has been for fertility and reproduction rates to slow, as 
families spend their income on elevating the educational and living standards of their children. 

Marginalism: An approach to economics focusing on small changes that do not affect the economy’s 
institutional and policy structure. Marginally diminishing returns are viewed as adding to prices, while 
marginally higher supplies are supposed to reduce market demand. This approach takes the 
technological and institutional environment as given rather than making policy and social reform the 
major aim of economic analysis, as was the case with classical political economy. The antitheses of 
marginalism are thus institutionalism and Systems Analysis. (See Structural Problem.) 

Marginal utility theory: In the 1870s, classical political economy began to be replaced by a 
predominantly British and Austrian theory focusing on small changes in psychological pleasure or 
“pain” resulting from small units added or subtracted from a person’s consumption. As such, 
marginalist analysis is a synonym for asocial analysis, viewing economic relations in terms of 
individual psychology based on a crude supply-and-demand schedule of satiation, ignoring the wealth 
addiction that characterizes rentier income. 

Market economy: Every economy is a market economy in one form or another. There are three major 
modes of market relationships, and they typically co-exist: gift exchange in a system of reciprocity; 
redistributive exchange at allocated prices; and flexible price-setting markets. Anti-government 
ideologues usually try to limit the definition of market economy to the latter form, claiming that 
attempts to regulate prices are inherently futile. But the earliest documented prices are found in 
Mesopotamia in the third and second millennia BC, in a remarkably stable set of price equivalences 
among key commodities, salary rates and interest rates administered initially by the palaces and 
temples and spreading to the economy at large. Standardization always has been primarily a public 
regulatory function. (See Mixed Economy.) 

Market fundamentalism: The belief that the optimum common interest is only achievable through a 
market equilibrium resulting from individual decisions by market participants seeking to maximize 



their own private gains. Epitomized by Margaret Thatcher’s declaration that there is no such thing as 
society, its policy conclusion is that “free markets” should not be distorted by public regulations 
enacted in the name of the common good. Hence, it has become a synonym for rentier economy, in 
contrast to progressive economic policy. (See Chicago School and Deregulation.) 

Market Bolshevism: The coup by Yeltsin’s oligarchic “family,” so-called because the intolerant and 
covert means by which financial operators seized power are reminiscent of Lenin’s coup in 1917. 
Financialized “free markets” require as much centralized planning as does a Keynesian or socialist 
state, but it is done by large financial institutions. Rather than generating profits in the traditional 
classical sense of a rate of return on the costs involved in productive investment, the economic surplus 
takes the form of economic rent - extortionate pricing - as public utilities and natural monopolies are 
turned over to insiders. 

Market price: What the Native Americans sold Manhattan for to the Dutch traders. A power 
relationship masquerading as a voluntary exchange, as in “Your money or your life.” 

Market socialism: Inasmuch as all suppliers attempt to set prices, the main question to ask is who sets 
them: monopolies, financial managers, or government. Market socialism is a system in which public 
agencies regulate or administer prices and incomes rather than leaving this function to private suppliers 
and monopolies. The public objective is to ensure that prices reflect necessary costs of production 
rather than watered costs, interest or rent; or (in the case of public infrastructure) to subsidize prices for 
key products or services. 

Marx, Karl (1818-1883) : Author of Capital (whose second and third volumes were edited by Marx’s 
collaborator Friedrich Engels posthumously) and its “fourth” volume, Theories of Surplus Value (edited 
posthumously by Karl Kautsky), the first history of economic doctrines regarding value, rent and price 
theory (itself three books long, equaling Capital in length). Although acerbic and irascible as an 
economic writer, Marx was an optimist of the Victorian era in Britain, he developed the method of 
dialectical materialism (irony), which held that financial, political and other social institutions evolved 
so as to reflect the mode of production, which he viewed in a primarily materialistic, technological light 
although making it clear that the key consideration was the relationship of labor to ownership of the 
means of production. 

Mediocrity: The belief that one is doing a very good job when in fact the performance is short-sighted, 
self-defeating and hence incompetent. Psychologists have found that the more intelligent test-takers 
tend to question their answers and worry that they might have done better. The more mediocre people 
imagine that they have done an excellent job, thanks to the narrow scope in which they frame their 
thoughts. Prime economic examples include monetarist ideas that the way to increase prosperity is to 
impose austerity, shrinking markets. Self-serving double standards usually are a sure sign of mediocre 
thinking, e.g., bosses who think that the way to make workers produce more is to pay them less - while 
paying themselves more as an “incentive.” 

Military junta: A regime usually associated with Client Oligarchies, by which free markets are 
imposed on democracies that reject the Washington Consensus, e.g. in Chile under General Pinochet 



and elsewhere in Latin America. A related kind of regime is that of the neoliberal reformers in Russia 
under Yeltsin’s “family.” 

Military spending: Under a nominally free-market regime, military spending under a national-security 
umbrella is the major way for governments to subsidize high-technology research and development. 
The cost-plus system of billing severs the link between profit-seeking and economic efficiency, by 
maximizing costs rather than minimizing them. (See Pentagon Capitalism.) 

Mixed economy: Every economy is a mixed economy, with public and private sectors co-existing 
much like the intertwining spiral strands of the DNA molecule. The public sector normally guides and 
regulates the economy, providing military security, law and basic economic infrastructure (especially in 
the sphere of natural monopolies). (See Government.) The “private” individualistic or family-based 
sectors tend to be more entrepreneurial but also short-term in oudook. A wide range exists for potential 
imbalance between these two sectors, depending on which ideology or political constituency is in 
power. 

It should be noted that by seeking their own power, the public or private sectors both tend to become 
extreme, ranging from Stalinist Russia to financialized neoliberal regimes. When the private sector 
becomes centralized, it typically is in the hands of the financial sector. When the government 
bureaucracy becomes overgrown, it tends to work in its own self-interest and to benefit not by direct 
ownership (which remains in public hands) but in control of the flow of revenue and hence the 
economic surplus. 

Mill, John Stuart (1806-73): His Principles of Political Economy (1848) has been called a half-way 
house to the socialism of Karl Marx and Henry George. Mill went beyond Ricardo’s critique of 
landlords by urging that the state take over land ownership, on the ground that landlords enjoyed rising 
land prices “in their sleep” as an “unearned increment.” 

Monetarists: Economists who view money as a thing like coinage, a commodity to be bartered. They 
relate consumer prices to the money supply without taking into account credit, debt and its carrying 
charges, and claim that financial and international payment imbalances are self-curing. Identified 
mainly with Milton Friedman at the University of Chicago, their theory is basically that of David 
Ricardo and the “banking school,” so called because their views were useful to bankers who claimed 
that only those with hard money - the banks - should credit, not the government. (See diminishing 
rate of understanding and contrast to the State Theory of Money.) In thus serving the financial sector’s 
predatory incursions into industry and government, Chicago School monetarists thus are essentially 
free-market economists. (See Neo-serfdom.) 

Money: All money is credit in one way or another. But today it is government-backed or government- 
created credit, as its defining characteristic is the government’s willingness to accept it in payment of 
taxes or other public fees. The classic analysis of money is Georg Friedrich Knapp’s State Theory of 
Money (Die Staattheorie des Geldes,1904, translated into English in 1924). (See Chartalism and State 
Theory of Money.) 

Money Illusion: Irving Fisher and other monetarists used the term “money illusion” to refer to the 



tendency of workers and consumers to imagine themselves better off when their wages or salaries rose, 
without comparing this gain to the prices of the goods and services they buy. If wages and prices 
increased together, the monetarists argue, consumers are no better off in terms their income and outgo. 
This is not strictly true, of course, because the debt principal is reduced by inflation, although higher 
interest rates may counter this benefit to debtors. 

Monetarists are asymmetrical in not complaining about the asset-price illusion, that is, the feeling that 
the economy is better off if their net worth rises, even when their debt servicing obligations also rise 
and the access price to housing and other property increases. 

Money managers: Investment bankers, mutual funds, pension funds, stock brokers and insurance 
companies. Whereas in the past the financial sector made its returns primarily as creditor - by charging 
interest on loans and often foreclosing on the property of insolvent debtors - since the mid-20th century 
it has made almost as much money by charging commissions for managing society’s savings and 
means of payment, and underwriting stock and bond issues, above all on privatizing public enterprises. 
Money managers are now seeking the pot of gold at the end of the rainbow by privatizing Social 
Security and, in many countries, the postal savings system. 

Monopoly: The ability to charge more for a product than is warranted by its cost of production 
(including normal profit), by limiting the ability of customers to choose alternatives or to make rational 
choices that recognize less costly alternatives. Such rights usually are created by public fiat, especially 
for natural monopolies, such as transportation and communications, which were long retained in the 
public domain. 

Moral hazard: Government liability for “socializing risk” by bailing out investors who lose money on 
bad loans or other savings. The effect is to shift assets and income from the public at large 
(“taxpayers”) to the financial sector. (See Trickle-Down Economics.) The most notorious examples 
include U.S. Government reimbursement for depositors in high-risk S&Ls in the 1980s, leading to 
insolvency of the Federal Savings and Loan Insurance Corporation. Also in the 1980s, Brady Bonds 
were issued to reimburse holders of third-world debts that banks knew (or should have known) could 
not possibly be repaid. Moral hazard increased when Citibank embarked on a series of risky ventures, 
secure in the knowledge that the government would bail it out on the ground that the New York bank 
was “too big to fail.” 

Murabaha loans: Moslem law bans the charging of interest (usury), but permits loopholes that achieve 
a similar economic effect in practice (see Agio). A murabaha mortgage loan is extended without 
nominal interest to purchase a house or other property, but the borrower pays a rental charge set high 
enough to incorporate what is in effect a rentier interest charge. 



Neoclassical economics: The school that arose in the last quarter of the 19th century, stripping away 



the classical concept of economic rent as unearned income. By the late 20th century the term 
“neoclassical” had come to connote a deductive body of free-trade theory using circular reasoning by 
tautology, excluding discussion of property, debt and the financial sector’s role in general, taking the 
existing institutional environment for granted. (See Marginalism and Parallel Universe, and contrast 
with Structural Problem and Systems Analysis.) 

Neoconservatives: Ideologues who oppose government authority and taxation of wealth, except where 
governments are controlled by the financial and property sectors. Neoconservatives view democratic 
governments that impose progressive income taxes to finance public infrastructure and other economic 
welfare as being as reprehensible as the pre-democratic regimes criticized by Adam Smith and other 
early liberals protesting against governments controlled by autocratic monarchs spending tax revenue 
largely on the wars and colonial ventures. Neoconservatives in fact tend to support wars to enforce the 
Washington Consensus throughout the world. 

Neoliberalism: The philosophy that public ownership and regulation is inherently less efficient than 
management by financial operators. The policy conclusion is that the public domain and government 
enterprises should be privatized and the sales proceeds used to roll back taxes on the highest wealth and 
income brackets. Unlike the liberalism of Adam Smith and subsequent free-trade economists, 
neoliberalism endorses an intrusive role of government to protect property and financial fortunes 
without regard to long-term tendency for the exponential growth of debt to exceed and indeed undercut 
the economy’s ability to pay. (See Internal Contradiction, Junk Science, Neoconservatives and Social 
Market.) 

Neo-serfdom: The removal of choice from peoples’ lives as interest and rent charges reduce their 
discretionary income. This expanding rentier overhead is not part of the mode of production, but rather 
the mode of finance, wealth and economic power. (See Serfdom.) 

Nobel Economics Prize: In 1972 the Swedish Bank endowed the Nobel Prize for Economic Science 
and awarded it to the neoclassical economist Paul Samuelson. The term “economic science” is 
misleading. In contrast to the natural sciences, it is not evaluated in terms of how realistic its 
assumptions are, but merely how logically consistent they are, much as one might criticize a work of 
literature or science fiction. Given mainly to free-market economists of the Chicago School, the award 
has helped legitimize anti-government economic ideology. (See Learned Ignorance.) 

Offshore banking centers: An innovation by the oil industry creating “flags of convenience” to avoid 
North American and European taxes. The first such tax havens were established in countries such as 
Liberia or Panama, which used U.S. dollars rather than currencies of their own. The typical ploy was to 
assign transfer prices for oil at levels that enabled the head office to take its worldwide profits wherever 
tax rates were lowest. An oil-tanker affiliate registered in one of these havens would buy crude oil 
cheaply from its parent company’s branch in an oil-producing country, and then sell it to refineries in 
Europe or North America at a price so high as to leave no profit to be declared. 

By the 1960s such havens were proliferating throughout the Caribbean and the South Pacific. The 
United States set out to improve its balance of payments by replacing Switzerland as the major tax and 



money-laundering haven for financial and commercial flight capital, as well as for criminals of all 
stripes, including heads of state and other government officials in client oligarchies. 

Oligarchy: Rule by the few, usually the rich, and hence an economically polarized society. The term 
recently has been applied to the Russia’s “free market” kleptocrats who obtained Russia’s raw- 
materials resources and other assets under Pres. Yeltsin in 1996 through insider trading. The term has 
been extended to Latin America and other economies that polarize as wealth concentrates in the 
financial class at the top of the pyramid. (See Client Oligarchy.) 

Optimum: In economic model-building, a position from which one cannot move to improve his or her 
situation. Most people think of “optimum” as representing an ideal situation. But an Abu Ghraib inmate 
suspended by his hands over a box with electrodes that will shock him if he moves is said to be in an 
optimum position, in the sense that any move would only make things worse. An optimum position 
thus may mean merely the least bad of a basically dysfunctional set of choices. Optimization models 
rarely recognize policies “outside the box” to create a better set of choices on a society-wide level. In 
most economies, for instance, freedom of choice for the poor is limited to paying for necessities, often 
going into debt in the process (see Neo-serfdom). This optimization choice by the poor helps keep them 
perpetually available for service at the cheapest and most “optimum” rate for employers dependent on 
minimum-wage labor. 

“Other peoples’ money” : A euphemism for bank credit created electronically (formerly “paper credit”). 

Over-depreciation: Over-depreciation is a tax credit based on the pretense that buildings lose their 
value despite the landlord’s outlays on maintenance and repairs, and despite the inflation of property 
prices. Buildings are allowed to be depreciated over and over again for tax purposes each time they are 
sold, based on a false analogy with industrial machinery. Landlords (but not homeowners) are 
permitted to recapture that portion of their original outlay representing buildings or other capital 
improvements as if their value is being used up in production or becoming obsolete. The depreciation 
rate is set so high as to offset all the rental income that otherwise would be reported (and taxed) as 
profit. This accounting ploy enables real-estate investors to take their rental income in a tax-exempt 
manner. 

In principle, over-depreciation is supposed to be reported upon sale as retroactive income earned. But 
in practice it often is reported as a capital gain, which is taxed at a lower rate than is earned income. 

Overhead: That part of national income which is not necessary for the production and consumption 
processes as such. This category includes economic rent, interest and watered costs, as well as 
government waste (variously defined). 

“Ownership society”: The term coined by the Bush administration for government policies aimed at 
increasing the power of property relative to wage and salary income. The idea is to expand credit 
exponentially to inflate prices for stocks, bonds and real estate, requiring a rising number of years for 
income earners to pay for homes and for retirement income. Corporate profits are increased by shifting 
away from defined benefit pensions to “defined contribution” plans at which the risk is shifted onto 
employees. 



The political intent is to make employees feel that even though their paychecks are being squeezed, 
they will gain as stockholders and home owners. The hope is that people will overlook the 
disproportionate share of assets owned by the top 3% and 10% of the population. (“Sorry you lost your 
job. We hope you made a killing on your home, so that you can refinance your mortgage or take out an 
equity loan to keep up your consumption spending.”) 

Instead of an ownership society, we are evolving into a society of mortgage debtors, corporate debtors 
and government debtors. And as far as the supposed savings (“financial ownership”) are concerned, 
John C. Bogle has observed that instead of the economy being dominated by individual investors , it is 
being financialized into “an intermediation society dominated by professional money managers and 
corporations.” This trend “has not been accompanied by the development of an ethical, regulatory and 
legal environment . . . The ownership society is over. The agency (or intermediation) society is not 
working as it should.” 


P 

Panic: The abrupt culminating stage of the business cycle, in which inflated asset prices collapse in 
price as financial securities and properties are sold to pay off debts. 

Parallel Universe: The objective of modern economic methodology. A hypothetical exercise in science 
fiction depicting a world that conceivably could exist, given a sufficient number of internally consistent 
assumptions. (See Neoclassical Economics.) 

Parasite: A “free luncher,” from the Latin word meaning an uninvited guest brought along to a meal or 
crashing the party. Parasites avoid detection by camouflaging themselves as part of the host itself, and 
then disable the host’s brain to prevent it from taking counter-measures to protect its own growth. The 
economic analogue most often cited as parasitic is rentiers. The objective of such rent-seeking activity 
is to obtain something for nothing - income or price without real cost-value. Financial parasites tend to 
ride on the backs of real estate investors monopolists and lobby politically to support and un-tax their 
rent-seeking activities. 

Parasitism: In biology, parasites develop a strategy of gaining control of the host’s brain in order to 
obtain nourishment by masquerading as its natural progeny or as a part of its body. For economies, the 
brain in question is the government. The rentier or monopolist masquerades as contributing to the 
production process so that its revenue appears to be earned rather than siphoned off in a zero-sum 
activity. 

The most successful biological parasites establish a symbiosis with their host in which they actually 
help the host in seeking nourishment and growth. Unsuccessful parasites devour the host without 
regard for the consequences, as is the case with most economic parasitism. In the case of financial 
parasitism, bankers and money managers have become more destructive over the centuries. (See also 
Debt Pollution.) 



Pension-fund capitalism: A term coined in the 1950s to reflect finance capitalism’s new way of 
exploiting labor by withholding part of its salary to invest in stocks. Early abuses in America (and most 
notoriously in Chile at the hands of the Pinochet junta with the aid of the Chicago Boys) occurred when 
companies invested the money in their own stocks, increasing equity prices not so much by raising 
earnings as by organizing a flow of funds into their purchase. (See Labor Capitalism.) 

Pentagon capitalism: A term coined by Seymour Melman in the 1960s to describe the U.S. 
Government’s practice of drawing up military procurement contracts on a cost-plus basis. Under the 
terms of these contracts, suppliers make profits by maximizing their production costs, not by 
minimizing them as in traditional market competition. (See Military Spending.) Under such conditions 
political lobbying and campaign contributions lead to insider deals, as when Halliburton Vice President 
Dick Cheney became U.S. Vice President and gave Halliburton contracts in the Iraq War without 
competitive bidding or meaningful government oversight. 

Pension- fund socialism: A system whereby employers (in the public as well as the private sector) pre- 
fund pension commitments by setting aside funds to invest in stocks and bonds rather than government 
securities. The effect of these set-asides is to bid up the price of financial assets. The main beneficiaries 
of the buildup are venture capitalists taking firms public with IPOs, corporate managers exercising their 
stock options, and speculators. When the demographic dynamics shift and more workers retire than join 
the labor force, sale of these securities to pay their pensions threatens to reduce stock and bond prices, 
depriving the retirees of their anticipated gains. 

The result is neither especially capitalist nor socialist, as it is primarily a financial phenomenon rather 
than one based on industrial profits. Attempts by corporate managers and raiders to increase stock 
prices typically are made at labor’s expense, not for its benefit. 

Physiocrats: French followers of Francois Quesnay (1694-1774), who created the first national income 
account, the Tableau Economique. Hence they were called Les Economistes. As a surgeon to the royal 
family, Quesnay’s idea of the circular flow of income was inspired by the circulation of blood within 
the human body. And as the name Physiocrats indicates, the model was primarily physical. Just as the 
cardiovascular system is different from that of muscle, bone or for that matter fat and parasites in the 
blood, so the Tableau Economique left out of account depreciation (the replenishment or accumulation 
of seed and capital goods) and debt service. 

What the national income table did focus on was ground-rent. The Physiocrats advocated taxing the 
rentier aristocracy’s estates, on the logic that it was nature in the form of sunlight that produced the 
entire economic surplus. Later rent theorists inverted this view, pointing out that rather than producing 
a surplus, property owners simply established a toll-claim for access to the land. 

Planned economy: Every economy since the Neolithic Agricultural Revolution has been planned. Most 
recently, financial managers have replaced elected representatives, under the slogan of rejecting a 
planned economy under government regulation. The neoliberal tendency is to create even bigger 
government as a result of Moral Hazard policies designed to bail out savers from bad loans, bank 
deposits or other investments, while shifting the costs of government away from the property and 



financial sectors. 


Poison pill: A tactic to defend companies against corporate raiders. Potential target companies borrow 
enough money to absorb all their profit, leaving no net profits for corporate raiders to pledge to their 
high-interest junk bond financiers. A related ploy is for companies to pass a resolution to pay off their 
own bondholders immediately in case of an unfriendly takeover. The effect of such defensive tactics is 
that un-raided as well as raided companies end up paying heavy debt service. 

Polarization: The tendency for economies to polarize between rich and poor, typically between 
creditors and debtors. (See Zero-Sum Activity.) This tendency is countered by enacting progressive tax 
and regulatory policies, encouraging credit to be extended along productive lines rather than simply to 
inflate asset prices, and taxing unearned rental income and asset-price gains. 

Politics: The duplicitous art of getting votes from the poor and campaign funds from the rich by 
promising to be an honest broker to protect each from the other - while actually being up for sale as 
policy-making is made part of the unregulated (“free”) marketplace. 

Ponzi scheme: An arrangement whereby early investors in a financial operation are paid out of money 
put up by new subscribers to the scheme, not out of actual profits. Investor concerns are alleviated by 
promises of exorbitant and rapid rates of return resulting from a hitherto undiscovered technique of 
making money. Named for the Italian- American confidence man Carlo Ponzi, who claimed to have 
found a loophole in international postage-stamp swaps, the term has been applied to financial bubbles 
expanding at an exponential rate of credit creation with no underlying means of earning enough income 
to keep them going. Their collapse occurs at the point where new inflows of funds no longer continue 
to grow exponentially. Still, in the mid-1990s, investors in Russia’s MMM scheme and similar 
pyramiding in Albania wondered why their schemes failed while the U.S. and European bubbles did 
not, especially as their managers were political insiders, as normally is required for pyramid schemes to 
attract customers. (See Asset-Price Inflation, Compound Interest and Fragility.) 

Post-industrial: A lapse back into the pre-industrial usury-and-rent economy. (See Progress and Stages 
of Development.) 

Postindustrial economy: A euphemism to depict rentier economies as progressing forward, beyond 
industrialization, rather than a lapse back into the pre -industrial usury-and-rent economy of feudal 
Europe when military conquest was the major enterprise and economies polarized between creditors 
and debtors. (See Neo-feudalism.) 

Postmodern economy: For over a century the term “modern” referred to progressive economic policies 
promoting a more egalitarian distribution of wealth, as in progressive income taxation and higher living 
standards through government regulation and planning. Today’s postmodern economy is reversing this 
trend, by permitting financial and property dynamics to re-polarize wealth and income. The post- 
modern economic program is one of deregulation, a tax shift from property and finance onto labor, and 
abolition of government power except for its role in serving the wealthiest layer of the population by 
moral hazard. 



Predatory behavior: A zero-sum activity in which one party’s gain is another’s loss. 

Privatization: The word “private” derives from Latin privatus, meaning “restricted,” and privare, “to 
deprive” and indeed, “to rob.” Starting with enclosure of the commons - communal grazing lands and 
forests - Britain’s Enclosures of the 16th through 18th centuries deprived peasants off their land and 
means of subsistence, driving them into the cities as loom-fodder or into local workhouses to survive. 
Since 1980 the lever of privatization of the public domain sponsored by Margaret Thatcher and other 
neoliberal politicians has returned to what it was in antiquity: debt foreclosure, forcing sell-offs of the 
modern public domain by debt-strapped governments as a conditionality imposed by the IMF in 
exchange for credit to avoid their defaulting on public debts. Public enterprises are being pried away 
from the public domain and bought largely with borrowed credit. The prime assets being privatized are 
those obtaining economic rent, which is turned into interest to pay the creditors and stockholders by 
raising prices for their hitherto public services. 

Privilege: Literally “private law,” a sphere of activity that is not governed by common law, usually 
exercised by the very wealthy. Economic privilege typically consists of a right to exclude others from 
one’s own property, a right that often takes the form of a rentier toll-gate demanding government 
protection without the social obligations that originally were the complement of privilege and property. 

Productive loan: A loan extended for commercial enterprise that enables the borrower to earn sufficient 
income to pay the creditor and still emerge with a profit. On this ground Adam Smith cited as a rule of 
thumb that the rate of interest tended to settle at half the rate of profit. In such cases borrowers would 
split their returns 50/50 with their creditors. But interest charges today have expanded to absorb the 
entirety of profits in real estate and takeovers by corporate raiders who finance their leveraged buy-outs 
with junk bonds. 

Neoclassical economists assume that most loans are granted to finance new direct investment. If this 
were the case, such credit could be repaid out of profits generated by investing the loan proceeds 
profitably. But most loans are used to buy assets already in place (real estate, stocks or bonds), or 
consumer goods. To the extent that their effect is to bid up prices for assets and products, such loans 
merely add to the economy’s debt overhead - and hence, polarization - rather than expanding the 
means of production. (See Asset-Price Inflation.) 

Profit: Popular usage follows neoclassical economics in trivializing the term “profit” into a synonym 
for earnings regardless of their source. But for the classical economists the term had a narrower 
connotation. It was the net return to capital invested in plant, equipment and related outlays whose cost 
was reducible to the labor time that went into their production. As such, profit was juxtaposed to rentier 
income. Today, “profits” and “earnings” include rental income, which classical political economy 
identified with land or other property rights. 

Progress: Every process of social decay represents itself as progress, in the sense of moving forward 
rather than retrogressing. The word “progress” thus has degenerated from its 19th- and 20th-century 
meaning of egalitarian economic policies (such as the progressive income tax and government welfare 
policy), to become merely a euphemism as anyone’s political program. Its antithesis is the 



postindustrial economy. (See Reform and Stages of Development.) 

Progressive economic policy: Since the Enlightenment, progressive policy has been defined as public 
tax and regulatory policy promoting greater equality of opportunity and income, mainly by taxing 
economic rent and windfall gains to property and finance. The vehicle for such policies is a stronger 
government in democratic hands. The antithesis is regressive neoliberal ideology favoring rentier 
income over wage and salary income, leading to economic polarization. 

Propensity to save: In Keynesian analysis, the portion of national income that an economy saves rather 
than spends on consumption. Left ambiguous is interest and rent, which represent spending that neither 
is saved nor spent on consumer goods, but diverted into the property and asset markets. (See Asset- 
Price Inflation.) 

The Keynesian term refers to net saving, which has fallen to zero for the United States. Gross saving 
may be high, but if it is all lent out (appearing as debt on the other side of the balance sheet), then net 
saving appears to be zero. Legitimate macroeconomic analysis requires that both gross and net saving 
rates be measured. (See General Theory, Keynes and Savings.) 

Property: As Bentham pointed out, property is not an object, it is a relationship “the object of a man’s 
property” a possession “proper” to a man and therefore owned personally or corporately as part of 
one’s self, as a workman’s tools or a soldier’s weapon. Communities also public own property as part 
of their identity - temples, palaces and other civic structures, their self-support lands, mineral resources 
and essential public enterprises. The largest category of property is land, followed by buildings 
(“immovables”), followed by movables (consumer items and financial securities). It was mainly with 
land in mind that the Lrench socialist Pierre Joseph Proudhon (1809-65) wrote that “Property is theft.” 
(See Privilege.) 

Less and less property is owned free and clear these days. Debt foreclosure historically has been the 
major lever to pry private property away from the community, at first by usury charged to personal 
debtors, and most recently by privatization of the public domain as creditors oblige indebted 
governments to accept IML conditionalities. Military conquest has been the second major lever to 
privatize property. 

Protecting Savings: A euphemism for “making savers whole.” In practice this exponential function 
becomes impossible to maintain, because the volume of savings and debts mounting up at compound 
interest cannot be carried by the economy ad infinitum. Something must give as economies polarize 
and bankruptcies wipe out borrowers, so that banks and other creditors (euphemized as “savers”) lose 
the market value which backs their financial claims. The government is called upon to rescue the most 
politically powerful debtors, savers, or both at once. (See Moral Hazard.) 

It is an impossible job in the end, as the growth of financial claims on debtors exceeds their means to 
pay. If all credit was as productive as is anticipated and promised, debtors would have the money to pay 
and there would not be a crash. Linancial claims are rather a claim on production and wealth, imposed 
from above the economic system by the rentier sectors. 



Public: Almost every private interest represents its gains as a public benefit, most famously when 
Charles Wilson proclaimed that “What’s good for General Motors is good for the country.” But as 
Adam Smith noted, when businessmen get together, they rarely do so but to conspire against the public 
good. (See Government and Social Market.) 

Public domain: The commons, mineral rights, public land and buildings, and government 
infrastructure in the form of natural monopolies and public enterprises that were the major assets 
yielding economic rent and hence were long kept out of private hands - canals, railroads, airlines, 
water and power, radio and television frequencies, telephone systems, roads, forests, airports and naval 
ports, as well as schools and other educational assets. Simon Patten cited this infrastructure as a fourth 
factor of production (after labor, capital and land), whose return was calculated not by the profit it 
made (as in the case of private investment), but by the extent to which this public investment lowered 
the economy’s overall cost structure. 

Privatization of the public domain since 1980 has indeed led prices for hitherto public monopoly 
services to rise, especially as the buyers of public enterprises have financed their purchases on credit 
and factor interest charges, dividends, and high managerial salaries and stock options into their prices. 
(See Watered Costs.) 

Pyramiding: Debt pyramiding (called “gearing” in Britain) refers to the investment strategy of putting 
down as little of one’s own money (“equity”) as possible and using credit in the hope that the total 
returns (income plus asset-price inflation) will exceed the interest rate that is paid. The limit to 
pyramiding is the inability of current income to cover the debt-servicing costs of interest and 
amortization; or, in the case of Ponzi Schemes, the inability of new entrants to cover the pace of cash 
withdrawals. This would happen to stock market bubbles, for instance, if pension-fund and privatized 
Social Security contributors started to retire and withdraw more funds than new contributors were 
putting into the scheme. 


R 

Race to the bottom: A term for dog-eat-dog competition by which countries compete by cutting wage 
levels so as to produce in the cheapest market, not by raising wages and labor productivity. The effect is 
to shrink the circular flow between producers and employee-consumers, leading to declining living 
standards. Under these circumstances productivity is increased only by working the existing labor force 
more intensively and cutting back medical insurance, old-age pensions and other social welfare 
expenditures. (See Free Market.) 

The state of Alabama shows the inner contradiction inherent in this policy. When the state cut back 
educational and health spending in order to minimize taxes, ostensibly to attract business, global 
companies pulled out on the ground that its labor force was too low-skilled and in too bad health to 
compete in the modern high-technology world. 



Racket science; racket scientist: A mathematical economist creating sophisticated financial instruments 
so complex that buyers do not realize they are being defrauded with no reasonable chance to come out 
ahead. 

Reaganomics: An economic slogan for the policy of cutting taxes for the wealthy (and especially for 
real estate) while increasing the Social Security tax on employees. (See Tax Shift and Laffer Curve). 
The effect was to quadruple the public debt during the Reagan-Bush administration, 1981-92. In 
addition to tax cuts, Reaganomics dismantled environmental regulations and deregulated industry in 
general, producing a stock-market and real estate boom that was the precursor to the economic bubble 
of the 1990s. See Chicago School and Asset-Price Inflation. 

Real estate: Originally “royal” estate, reflecting the idea that property is held on behalf of the ruler, 
who in turn is charged with responsibility for steering society’s forward evolution. As property has 
become privatized, however, real estate has been turned into an economic cost for society at large, as its 
members are obliged to pay tolls for access to the land in the form of ground-rent, while real estate 
investors and speculators seek capital gains. 

Reality economics: A term for the study of economics subject to verification by empirical evidence 
rather than a body of abstract deductive assumptions by neoclassical and neoliberal economics that do 
not seek to be realistic. As Arthur Schopenhauer observed: “All truth passes through three stages. First, 
it is ridiculed; second, it is violently opposed; and third, it is accepted as self-evident.” 

Reform: Just as Newton’s Third Law of Motion states that every action produces an equal and opposite 
reaction, so the political pendulum swings from one extreme to the other, so that one century’s flawed 
reform thus becomes the policy against which the next century fights. Whereas the classical aim of 
modern reform was to strip away unearned privilege and free lunches, today’s post-modern reform is 
retrogressive, taking the shape of an economic counter-Enlightenment. In Russia, for example, the 
“reformers” have been denounced as kleptocrats, while similar privatization and client oligarchies in 
third-world countries are being supported by Neoliberals and the Washington Consensus. 

Regressive taxation: A tax policy that falls primarily on the lower wealth and income groups rather 
than on the highest. (See Tax Shift and Trickle-down Economics.) As such, this policy is the opposite 
of progressive economic policy. 

Regulation: From semantic roots meaning to rule. A ruler or government sets rules for the economy, 
creating a regulatory system that, in principle, is supposed to maximize welfare and prosperity. Every 
economy and society is regulated in one form or another. In practice, deregulation by government 
relinquishes the regulatory power to the financial and property sector - primarily finance in today’s 
world. Although this mode of regulation tends to be more centralized than public regulation, it has 
much narrower goals (rewarding rentiers, with the effect of polarizing society). Advocates of regulation 
of the economy by the FIRE sector call it deregulation. 

Rent: Literally a periodic payment, from French rente, a government bond paying interest on a regular 
calendrical basis at a specified rate. The concept was extended to property rents, whose payment also is 
periodic and specified. 



Rent, economic: The classical term for income that has no counterpart in necessary costs of production, 
and hence does not add to price, as no out-of-pocket costs are attached to its supply. In Ricardo’s 
model, landlords possessing the most fertile and best situated soils receive the largest ground-rent. It is 
a free lunch, paid out of prices either set at the high-cost margin accruing to producers producing at 
lower costs, or as monopoly rent. Its reduction does not lead a production input such as land to be 
withdrawn, because it is supplied by nature or otherwise extraneously to its recipient’s own efforts. 

Rent, monopoly: Unlike the case with economic rent, monopoly rent adds to price. In agriculture, the 
idea that landlords receive a monopoly rent as a result of the scarcity of soil (over and above Ricardian 
economic rent) was formulated by David Buchanan in his notes to Adam Smith’s Wealth of Nations, 
although denied in principle by Ricardo. 

Monopolies such as the royal trading companies created by Britain from the East India Company to the 
South Sea Company were empowered to impose an artificial scarcity. In modern times this is done by 
technology companies such as Microsoft, which obtains a monopoly rent on software exclusively 
installed on millions of computers around the world. A similar monopoly rent has been incorporated 
into intellectual and copyright property law. Today, monopoly rent and ground-rent are the major 
revenue flows that creditors seek to transform into a flow of interest and dividends, as well as to 
achieve capital gains. 

Rent, tenant: In colloquial speech, people pay rent to their landlords, who use the money to cover the 
property’s expenses, including the cost of buildings (which strictly speaking is profit), and usually 
mortgage payments for credit borrowed to buy the property. 

Rent of location: The ground-rent resulting from favorable location. In Die isolierte Staat the 19th 
century economist Heinrich von Thiinen distinguished this type of rent from Ricardian rent attributed to 
inherent soil-fertility differentials. Today, this rent results not only from location as such, but from 
zoning permission to shift land use from agriculture or “brownfields” to more remunerative forms of 
commercial or residential suburban use, as well as from public transportation facilities that raise rent on 
hitherto outlying sites, and lower rents elsewhere by increasing the supply of readily accessible sites. 
The Erie Canal lowered rents on Western grain-producing lands, while raising rents on upstate New 
York properties. Railroads likewise increased land prices, as do subway lines, roads and other public 
transport infrastructure. 

Rentier: Someone living on a fixed income, such as the French rentes, government bonds. What 
Keynes called a “functionless investor” in his recommendation for “euthanasia of the rentier” (General 
Theory, p. 376 1961 Papermacs edition, MacMillan & Company). Property rents and interest are the 
two major modern forms of rentier income. (See Adam Smith, Economic Rent and FIRE Sector.) 

Rentier income: The essence of classical political economy was that no outlay of living or embodied 
labor is needed to obtain rent and interest. (See Labor Theory of Value.) This analysis offended the 
vested interests, which sponsored a post-classical reaction by applying the maxim, “If the eye offend 
thee, pluck it out.” (See Neoclassical Economics.) The ensuing marginal utility theory ignored the 
wealth addiction that historically has gone hand in hand with rentiers and the tendency for their 



compound interest demands to approach infinity. 

Ricardo, David (1772-1823): A bond broker, Member of Parliament and political lobby for Britain’s 
financial sector, his Principles of Political Economy and taxation (1817) defined economic rent as 
rising as crop prices rose as a result of diminishing returns, providing a windfall to farmers on existing 
lands with higher fertility. This rent was expected to rise as population grew, raising subsistence wage 
costs and hence channeling revenue from industrialists to landlords. The way to make Britain the 
workshop of the world, Ricardo explained, was to repeal its Corn Laws (agricultural tariffs) and adopt 
free trade so as to buy its food and raw materials in the cheapest markets, in exchange for other 
countries removing their own tariffs against Britain’s industrial exports. 

As a Bullionist (an early equivalent of today’s Chicago School monetarists), Ricardo claimed that a 
balance-of-payments deficit would set in motion self-stabilizing reciprocal flows that would prevent 
any financial crisis from resulting from a general inability to pay. Hence, neither money nor the balance 
of payments could cause a serious debt problem, as economies would settle at a new equilibrium 
permitting domestic and international debts to be paid. 

Risk: The rationalization for interest and profit by the 13th-century Schoolmen. However, the aim of 
business is to minimize risk or, if it must be undertaken, to demand government bailouts. (See Moral 
Hazard.) Inasmuch as interest on government bonds is risk-free, the risk premium applies only to rates 
above the yield set by the central bank for public borrowing. 

Road to Serfdom: An economic policy in which society relinquishes or loses its choice to centralized 
planners. During World War II Frederick Hayek wrote The Road to Serfdom to depict all government 
regulations and planning as leading inevitably to centralized bureaucratic planning. The book became 
the ideological bible for subsequent neoliberals such as Margaret Thatcher to dismantle government 
authority and privatize the public domain. But inasmuch as every economy is planned, their efforts left 
a political vacuum, which has been filled by large financial institutions operating globally. Their mode 
of planning via the IMF, World Bank and Washington Consensus has turned out to be the new road to 
serfdom by loading down economies with unproductive debt, imposing economic austerity, and using 
the resulting financial crisis to assert dictatorial powers over government. 

Democratic government policy was supposed to lead the world away from the vestiges of feudalism, 
but financial planners now impose client oligarchies, economic austerity and debt deflation, replacing 
the public Treasury with a central bank. Whereas governments plan to uplift living standards, protect 
the weak, promote greater economic equality and tax wealth in ways that promote rising productivity 
and prosperity, financial planners reverse this program in an economic counter-Enlightenment by 
untaxing wealth via a tax shift of the fiscal burden onto labor and pursue related anti-labor policies. 

(See Labor Capitalism and Race to the Bottom.) And whereas progressive governments aim at 
maximizing domestic employment and economic potential, financial planners aim at maximizing the 
price of real estate, stocks and financial securities relative to wage levels. The danger of an economy 
following a road to serfdom thus lies more in dismantling government and turning its planning power 
over to the financiers than in empowering democratic governments pursuing progressive economic 
policy, tax policy, fiscal policy and monetary policy. 



Rule of 72: The Rule of 72 provides a quick way to approximate the number of years needed for debts, 
savings or prices to double at a given compound rate of increase, by dividing 72 by the interest rate. 
The result is fairly accurate up to a rate of 20 percent. To double money at 8 percent annual interest, 
divide 72 by 8. The answer is 9 years. In another 9 years the original principal will have multiplied 
fourfold, and in 27 years it will have grown to eight times the original sum. A loan at 6 percent doubles 
in 12 years, and at 4 percent in 18 years. But as Herbert Stein famously quipped: “Things that can’t go 
on forever, don’t.” 

Ruler: Applied to the Bronze Age predecessors of hereditary kings ruling as alien conquerors, the word 
connoted society’s political coordinator who set rules by taking measures. The basic idea of measure is 
standardization, traditionally in the form of the basic income needed for self-support. Rulers 
accordingly proclaimed Clean Slates to preserve basic economic equilibrium. 


S 

S-curve: The typical shape of growth in nature, such as human beings whose height tapers off as they 
reach maturity. They also typify most business cycles, which taper off after an upswing as employment, 
raw-materials and resource limits are approached and wages and commodity prices rise, slowing 
profits. The demand for specific products likewise tapers off as markets become saturated. Meanwhile, 
the fact that financial claims and debts tend to grow at compound interest means that financial 
dynamics tend to outrun the S-curve of production and consumption, creating business crises which 
end the upswing. 

Saint-Simon, Claude Henry de (1760-1825): French reformer best known for recognizing the need to 
replace debt relations by turning saving into equity (stock) investment. Among his followers, the 
Pereire brothers helped create the Credit Mobilier basically as a mutual fund. With less effect, St.- 
Simon sought to abolish inheritance so that people would possess only the fruits of their own labor. 

Savings: Savings consist of cash on hand (“hoarding”), direct investment in real estate or even fine 
arts, and financial claims for payment (stocks and bonds). As such, the term “savings” often is used as a 
synonym for wealth. Keynes viewed it passively, as non-spending, but financial savings are the mirror 
image of debt, as one party’s savings take the form of another party’s debts. (See Propensity to Save.) 
(Net worth is the excess of assets over debts, and appears on the liabilities side of the balance sheet.) 
Gross savings equal the sum of an economy’s debts and financial claims, which are called “indirect 
investment” to distinguish them from direct tangible investment in plant and equipment, research and 
development. Savings and debts thus tend to grow exponentially together through the accrual of 
interest. (See Compound Interest.) 

Not all saving is voluntary or available for actual spending. For example, when firms “age their bills” 
by delaying payment, these unpaid debts create “savings” on the part of their suppliers, who 
accumulate claims for unpaid bills. (This forced saving has driven most of the small book publishers 



and CD music companies out of business in recent years.) The largest category of forced saving is that 
of pension-fund capitalism and Social Security. 

Say’s Law: Named for the French liberal economist Jean-Baptiste Say (1767-1832), this “law” states 
that payments by producers to their employees and suppliers are spent reciprocally to buy the products 
of these producers. In popular terms, “Supply creates its own demand.” If this version of circular flow 
were true, there would be no business cycles or depressions. John Maynard Keynes accordingly 
devoted a large part of his General Theory (1936) to explain why this circular flow was interrupted, and 
blamed the financial system. 

Science of assumptions: An oxymoron in which the criterion for acceptability of a discipline are 
whether its assumptions are logically consistent, without regard to whether or not they are realistic. The 
result tends to be circular reasoning based on tautological definitions. See Dismal Science, Junk 
Science and Neoclassical Economics. Antithesis: Reality economics. 

Scientology, economic: In the sphere of academia, economic Scientology is to science as astrology is to 
astronomy. The term refers to the love of scientific modes of exposition by non-scientists; the attempt 
by non-scientists to ape the superficial trappings of science by using complex mathematical formulae, 
but without the realistic empirical and statistical dimension that characterizes the physical sciences. As 
in the sphere of religious Scientology promoted by the science fiction writer L. Ron Hubbard, the 
criterion for judging economic Scientology is not its worldly reality but simply the degree to which its 
assumptions are logically consistent with one another. At the hands of neoliberals, these assumptions 
reflect a static and strongly right-wing, anti-labor polemical worldview. (See Nobel Prize.) 

Serfdom: The final stage of breakdown of the oligarchic Roman Empire, when debt and warfare had 
reduced much of the population to debt bondage, stripping the economy of money and the government 
of its ability to tax the wealthy creditors and landowners, leading to adulteration of the coinage and a 
reversion of economic life to barter. The major economic units to survive were the landed estates of 
leading oligarchs and the Church. Economic status became fixed, tying cultivators to the land as serfs 
as Western European economies degenerated into land-based medieval-style monarchies and manors 
under feudal knights and warlords. 

Sex: The topic that has proved strong enough to displace religious and academic discussion about 
property and wealth as the driving force in human affairs and evolution. 

Sharia law: Much as medieval Christian law legitimized the charging of commercial “interest” and 
agio, Moslem law developed the idea of murabaha banking to enable usury to enter through the back 
door, by permitting creditors to taking their returns as a proportion of the borrower’s gain. (See agio, 
murabaha.) Lacking Christian financial laws of their own, Ferdinand and Isabella structured their 
investment in Christopher Columbus’s voyages of discovery and rapine as a sharia loan. 

Single Tax: An exclusive tax levied on the land’s rental value, advocated first by the French 
Physiocrats (see Economists) and later by Henry George. By logical extension the tax also would fall 
on other economic rent not earned by the active efforts of its recipients but simply a property claim on 
revenue created by nature (land sites or monopolies) and given value by the prosperity of the 



community. 


Sinking fund: A fund set aside by Britain’s Parliament in the late 18th century to pay off the national 
debt by investing in private-sector bonds and re-investing their interest receipts so that the savings 
principal would accumulate at compound interest, doubling and redoubling until it reached a magnitude 
sufficient to pay off the entire national debt. In practice Parliament could not resist raiding the fund and 
using it for the main purpose for which politicians spent money in those days - to wage war. 

A recent version of the sinking fund was developed by Alan Greenspan in 1982 by imposing forced 
saving in the form of prepayment of U.S. taxes by the lowest employee-income brackets, ostensibly to 
fund Social Security (which was converted into a user fee rather than a normal budget entitlement as 
was the case under the philosophy of progressive taxation). The ensuing fiscal surplus was invested in 
U.S. Treasury securities and the Republican Congress used the money for the neoliberal policy of 
cutting taxes for the wealthy and a tax shift favoring real estate and finance. In 2005, scarcely a 
generation later, President George Bush claimed that the Social Security set-asides had been spent and 
the system was insolvent. He urged its privatization to inflate a new financial bubble to pay retirees out 
of capital gains rather than public-sector taxes or sell-offs of the system’s Treasury-bond savings. 

Social Market: The euphemism popularized by Margaret Thatcher and other neoliberals to whitewash 
a predatory market without government regulation or direction. The policy envisions society being run 
along the lines of a private enterprise, recognizing no non-market social objectives such as have formed 
the basis for progressive economic policy in recent centuries. Such a “free-market” economy involves 
privatization and the dismantling of public enterprise and authority, and leads to rentier domination by 
the FIRE sector. (See also Chicago School and Reaganomics.) 

Sleeping partner: In finance, a creditor who puts up the money for an entrepreneur (the “active 
partner” to manage commercially to create a profit which he shares with the creditor as equity and/or 
interest. John Stuart Mill extended the metaphor to landowners who collected rent and saw the price of 
their landholdings rise “in their sleep” through no efforts of their own. 

Socialism for the rich: Real socialism is when the government controls corporate business and finance. 
Today’s oligarchy - corporatism, or fascism, or neo-feudalism - is when the wealthy creditors control 
the government. 

Sovereign debt: Debt guaranteed by a national government or its central bank. It is questionable how 
“sovereign” a debtor country can be in the face of today’s dependence on IMF dictates of 
conditionalities for rolling over or raising debt levels. These conditionalities also make it questionable 
how compatible debt on such terms is with democratic regimes. 

Stabilization Program: Euphemism for an IMF “conditionality” in the form of an austerity program 
that chronically destabilizes the debtor country’s currency by increasing interest rates and raising taxes 
so as to deter investment and credit creation. The effect is to make countries dependent on foreign 
suppliers and further loans and conditionalities, and so on ad infinitum. (See Internal Contradiction, 
Washington Consensus.) 



Stages of development: The idea that all history has been moving inexorably toward the present as a 
result of a struggle for existence in which existing ways of doing things have emerged because they are 
the most efficient and hence best. As such, “stages of development” reasoning is a euphemism for what 
Voltaire characterized as the self-centered idea that “all is for the best in this, the best of all possible 
worlds.” (See Progress.) 

The hypothesized stages usually are arrayed in sets of three, most characteristically from the 
agricultural stage via the industrial stage to the commercial stage, rather than seeing all three spheres as 
developing simultaneously. In practice the unfortunate result has been to advise “developing countries” 
to industrialize by making use of their supposed advantage in possessing low-wage manual labor. This 
usually involves a loss of agricultural self-sufficiency, pushing third world economies into debt and 
hence subjecting them to IMF conditionalities that block meaningful development and preventing them 
from implementing progressive economic philosophy. 

The “law of three stages” often inverts the actual historical sequence. In the 19th century, financial 
theorists speculated that economies evolved from a barter economy via a money economy to a credit 
economy. But all money is a form of credit, and it is now recognized that money emerged as a means of 
establishing price ratios in which to denominate debts. (See L. Randall Wray, ed., Credit and State 
Theories of Money: The Contributions of A. Mitchell Innes [Edward Elgar, 2004].) Money thus 
emerged from a credit economy, and deteriorated into a barter economy when the volume of debts grew 
so large under imperial Roman asset stripping as to break down the exchange system into the Dark 
Ages, when economic units were obliged to become self-sufficient. (See Feudalism.) The result of 
today’s kindred debt overhead is to carve up and privatize economies as planning is turned over to 
international financiers. 

Stagflation: A condition in which prices rise rapidly without spurring new investment and employment, 
such as characterized the United States in the late 1970s. (See Gibson Paradox.) 

State Theory of Money: Given its name by the German monetary theorist Georg Friedrich Knapp in 
The State Theory of Money in 1905 (translated into English in 1924 at the urging of John Maynard 
Keynes), the theory also is known as chartalism. It describes governments as giving value to money by 
accepting it in taxes (as distinct from simply declaring it legal tender). (See Money.) 

Sterile: A zero-sum and hence exploitative economic activity. In antiquity this was typified by usury, 
characterized by sterile old men, especially homosexuals abusing children, as distinct from family men 
reproducing themselves. The Physiocrats viewed industry and commerce as being sterile, merely 
working up the surplus provided by nature to landowners. This became a rationale for not taxing 
industry and commerce, but only the landed aristocracy. 

Structural problem: A problem that cannot be resolved by merely marginal reforms, but requires 
structural change in the economy’s institutional framework. A chronic example is the tendency of 
foreign and domestic debt to exceed the ability to pay. If these debts remain in place, they lead to asset 
stripping as property is forfeited to creditors, radically changing existing property relations. 

Neoclassical and marginalist analysis dismiss such structural problems as externalities, that is, external 



to their narrow scope on supply and demand within a given and unchanging institutional structure. 


Systems analysis: A technique for viewing the impact of any given change on the overall economic, 
political and social system, based on positive and negative feedback (such as increasing and 
diminishing returns, respectively). As such, systems analysis is the antithesis of caeteris paribus 
reasoning (Latin for “all other things remaining equal”). In reality, all things do not remain equal when 
a change occurs, as the various parts of the socio-economic system are interconnected, and what 
neoclassical economics dismisses as externalities often turn out to be of central importance. (See World 
System.) 


T 

Tableau Economique : The first formal national-income account, developed by the Physiocrat Francois 
Quesnay on the analogy of the circulation of blood within the human body. (See Economist, Say’s 
Law.) 

Taxation: The way in which a government gives value to money by accepting it in payment of taxes or 
for public services (see State Theory of Money and Chartalism). The basic fiscal-financial principle at 
work is that whatever revenue the tax collector relinquishes is available to be pledged for debt service. 
Without taxation, much more of the economic surplus would be taken by the financial sector, especially 
inasmuch as government money has less basis for issuing its own money and credit as the tax base 
shrinks. 

The political maxim that taxes are what society’s victors are able to extract from the losers tends to 
demarcate political parties over the issue of what and whom to tax. Today, wealth and finance are being 
un-taxed, while the tax burden is shifted onto employees (labor and “consumers” via sales and excise 
taxes). 

Tax shift: For most of history, taxes have been levied mainly on real property. Not only is this the most 
visible form of wealth, but property owners were the major class with a sufficient economic surplus to 
pay taxes. Since about 1980, however, taxes have been shifted increasingly off real estate onto labor via 
regressive sales and excise taxes, whilst cutting taxes mainly on the highest income brackets. The tax 
shift favoring finance and property thus leads to economic polarization and immiseration, while wage 
withholding for Social Security and medical insurance induces forced saving by turning taxes into 
prepayment of user fees for hitherto public services. 

Teleology : A methodological approach (from Greek telos, “end”) depicting the existing status quo as 
being an inevitable and even natural end-result of past trends. The past is viewed in terms of whatever 
dynamics led to the present state of affairs. 

Thatcher, Margaret: British Conservative prime minister, 1979-90. The daughter of a grocery-store 
owner, her ideology that “there is no such thing as society” favored self-made prosperous individuals. 



The irony of her tenure in office was that while she did not personally admire the financial sector, her 
privatization of public enterprises provided unprecedented windfall gains for London’s financial sector 
(“the City”). (See Neoliberal, Reaganomics and Social Market.) 

Total return: The sum of current income (profits, interest and/or dividends) plus capital gain. (See 
Asset-Price Inflation.) 

“ Tragedy of the commons The hypothetical tendency for users of the agricultural commons to 
overgraze or deplete it in the absence of organized rules governing access. The term was coined by 
Garrett Hardin, who later modified and largely retracted his view in a little-known article published in 
Robert Andelson, ed., Commons without Tragedy, as the phenomenon is not borne out by history but is 
largely an ideological product of privatization advocates. 

Transactions cost: The expense involved in conducting transactions, such as the 3% fee charged by 
credit-card companies, or the money-management fees charged by stock brokers, mutual funds and 
pension funds. On the broadest macroeconomic level, the transactions cost of managing society’s 
savings includes such externalities as asset-price inflation and debt deflation resulting from steering 
these savings into real-estate and stock-market bubbles, diverting resources away from industry toward 
financial speculation. 

Transfer payment: A payment from one party to another without quid pro quo, such as watered costs in 
the form of economic rent, interest and other payments to the financial and property sectors. In balance- 
of-payments statistics, remittances by immigrants back to their families in their country of origin are 
counted as transfer payments. 

Transfer price: The administered price at which global conglomerates transfer oil, minerals or other 
products (including financial securities) from one stage to the next (such as from oil drilling to 
refineries) in their vertically organized operations, typically via ships flying flags of convenience 
registered in offshore banking centers. The aim of manipulating transfer prices at a central office is to 
take profits in countries where income-tax rates are lowest. This eliminates tax liability in Europe and 
North America, and avoids related regulatory and law-enforcement oversight. 

Treasury: A national Treasury’s role is to minimize the cost to government of managing its fiscal policy 
and finances as debtor and as issuer of money. (See Chartalism and State Theory of Money.) By 
contrast, the role of central banks is mainly to represent creditors and to create a financial environment 
conducive to the commercial banking system, by shifting the monetary power out of the Treasury into 
their own hands and that of the central bank as their representative. 

Trickle-down economics: The idea that the wealthiest layer will save and invest its money in 
expanding the means of production and employing more labor. This assumption is used to rationalize 
economic polarization resulting from a tax shift favoring the wealthiest individuals at the expense of 
labor, and to public subsidy of their savings. (See Factoid, Moral Hazard and Parallel Universe.) 



u-v 

Underdevelopment: The term coined by Andre Gunder Frank to describe the policies which former 
European colonies and more contemporary third-world countries have been turned into indebted raw- 
materials exporters rather than balanced economies capable of feeding themselves. (See World 
System.) 

Unearned income: See Free Lunch. 

Unexpected: Whenever bad economic news is announced in the United States, the media almost 
always attach the adjective “unexpected” to it. This is because it is deemed politically incorrect to 
expect bad news - to expect unemployment to rise, or to expect retail sales to be down. To accurately 
expect bad news may be realistic, but to anticipate this reality is something like becoming a premature 
anti-fascist. So it has become almost obligatory for reporters to show that their heart is “in the right 
place” by attaching the label “unexpected” to bad news. The word is intended to work as a deadener on 
the brain, because “unexpected” is taken by most listeners or readers to mean “there’s no reason for this 
folks. Don’t try to think about putting it into an explanatory system.” 

This is like calling every stock-market loss “profit taking,” as if people are cashing out on the money 
they’ve made rather than people losing money. 

Usury: In antiquity, “usury” (from Latin usus fructus, “use of the fruits”) referred to interest charged 
for any purpose, regardless of whether it was levied on individuals against their land or personal 
freedom, or charged to merchants for financing their trade. However, the Biblical sanctions of Exodus, 
Deuteronomy and Leviticus against charging usury were aimed at agrarian usury, not commercial 
lending. Such debts stemmed mainly from taxes and other fees owed to public collectors, and thus did 
not reflect productive loans. Since the Middle Ages the term has been limited to interest charges in 
excess of the legal maximum as set by national usury laws. 

On a society-wide level, usury leads to economic and political polarization, and thus is worse than 
merely a zero-sum activity. As Francis Bacon observed in his essay on usury: “Usury bringeth the 
treasure of a realm into few hands, for the usurer, being at certainties, and the other at uncertainties, in 
the end of the game most of the money will be in the box, and a State ever flourished! where wealth is 
more equally spread.” 

Utopia: Originally a theocratic authoritarian view of the future (such as Plato’s Republic or Thomas 
More’s Utopia ) in which wise philosophers or rulers created a uniform society. More recently, free- 
market economists have created a utopian image along almost opposite lines, an individualistic society 
ostensibly resulting simply from the removal of government regulation, thanks to the workings of the 
invisible hand of personal self-interest. (See Crusade and Fundamentalist.) 

Value: The classical economists used the term “value” to connote the intrinsic, technologically or 
socially necessary costs of production, and reduced these costs to the labor expended directly plus that 
embodied in the capital equipment, buildings and raw materials used up in production. This labor 



theory of value enabled economists to exclude economic rent, interest and other property claims as 
mere transfer payments, elements of market price in excess of value as classically understood. By 
contrast, today’s post-classical era uses the term “value” simply as a synonym for price, regardless of 
the degree to which prices exceed the necessary costs of production. (See Watered Costs.) 

Value-free economics: The effect of “value-free” thought is to prevent people from making value 
judgments questioning the evolving status quo. The classical concept of value is rejected by depicting 
all prices as containing real value rather than acknowledging the institutional overhead of rent accruing 
to property owners, or financial charges levied by the economy’s money managers. The FIRE sector is 
counted as producing national product, not as an overhead. Today’s post-modern economic vocabulary 
and national-income accounting framework leaves little room to acknowledge New York State Attorney 
General Eliot Spitzer’s wholesale prosecutions of Wall Streets banks, mutual funds, pension funds, 
accounting firms and the FIRE sector in general for violating their legal fiduciary responsibility. 

Veblen, Thorstein: American economist who emphasized the institutional context for finance and real 
estate, his Absentee Ownership (1924) described urban development mainly as a game of real-estate 
promotion, and traced how financial managers were taking over industry and loading it down with 
watered costs. Veblen coined the term conspicuous consumption, the latter criticizing individualistic 
analysis by showing the degree to which personal tastes were socially engineered by advertisers and 
other vested interests, a term which he also coined. He also juxtaposed the idea of conspicuous 
consumption to that of diminishing marginal utility. Post-classical economists accused Veblen of being 
more a sociologist than an economist as such, and the discipline narrowed its scope to exclude as 
“externalities” the dynamics on which Veblen focused his analysis and wit. But he in turn coined the 
phrase “strategic sabotage” to describe how economic theorists sought to exclude from discussion the 
factors most important in shaping economic life. 

Vested interests: A term coined by Thorstein Veblen to describe the rentiers with their property and 
financial claims, and who used their control of government to protect these claims and shift the tax 
burden onto industry, agriculture and consumers. 

Virtual reality : A kind of parallel universe created by interlocking sets of hypotheses based on 
deductive method. See Decontextualization, Junk Science, Neoclassical Economics, and Social Market. 


w-z 

War: Economically, the major cause of national debt and inflation, and often of postwar deflations. 
Politically, war serves as an excuse to centralize control of government in the hands of the few, and in 
the Executive Branch of government. 

Washington Consensus: The neoliberal “conditionalities” imposed on debtor countries by the IMF and 
World Bank since 1980, forcing their governments to sell off the public domain to U.S. and other 
international finance capital. Its greatest success was achieved in Russia after 1991, supporting the 



kleptocrats to privatize - and then sell off - the nation’s mineral and oil wealth, dismantle industry, and 
impose monetarist austerity rolling back wage levels and living standards, leading to severe 
depopulation and capital flight. 

Watered costs: A form of fictitious costs, most typically in the form of non-production costs imposed 
by insiders, e.g. by “watering” stocks and bonds to siphon off dividends and interest to their holders. 

This practice was typical of 19 th -century financial manipulators of railroads and trusts. 

Watered stock: The term derived originally from cattlemen driving their herds to the market, and filling 
them up on water before they were weighed by the meat packers, who paid by the pound. Watered 
stocks were stocks that were not issued to raise money for investment, but were issued by companies 
already in existence to managers and other insiders. The practice became especially notorious in the 
gilded age of the 1890s. The counterpart today would be stock options that managers grant themselves, 
ostensibly as an incentive to produce earnings or otherwise raise stock-market prices. The simplest way 
to do this is by using corporate income to buy up the company’s own stock. 

The term “watered costs” does not mean that they are diluted or watered down. Rather, they are beefed 
up, as in taking cattle to the watering trough before sale. 

Another perspective: costs over and above labor and capital that are factored into pricing, especially of 
regulated monopolies such as railroads in 19 th -century America. The most notorious costs are interest 
charges (which are treated as a cost of doing business rather than as a business decision to leverage 
one’s own investment), stock options and bonds issued to financial and political insiders, as well as the 
management and underwriting fees charged by money managers and investment bankers. Neoliberal 
reforms greatly expand opportunities for such pseudo-costs to proliferate. 

Wealth: The linguistic root of “wealth” bears a connotation of welfare and the common weal, even as it 
takes the form of property claims at the expense of social well-being. 

Wealth Creation: Originally referring to additions to society’s means of production, it now refers to the 
rising market price of stocks, bonds and other financial claims on the economy’s tangible wealth and 
income. Frederick Soddy sought to clarify the relationship by coining the term “virtual wealth” to refer 
to financial claims. (His Nobel Prize was for the physics of isotopes, not economics.) The term recently 
has become a euphemism for asset stripping, popularized by Federal Reserve Chairman Alan 
Greenspan to describe “cashing out” on the rising market price of one’s home and using the loan 
proceeds to increase consumption. This view depicts asset-price inflation as increasing balance-sheet 
net worth rather than being a zero-sum activity whose economy-wide effect is to increase the claims of 
some people (mainly the upper 10 percent) on the income and property of others (the bottom 90 
percent) as access prices rise for homes and retirement income. 

Widows and orphans: When ancient society from Babylonia through the Bible spoke of protecting 
widows and orphans, it was the weak who were referred to - war widows and children of men killed in 
fighting on behalf of their community, or who otherwise were taken out of the family context on the 
land. 



Today, when journalists speak of protecting widows and orphans, it is from inflation eating away at the 
bonds in which funds for their support are invested. The widows and orphans in such cases are heirs, 
divorcees or former wives of the wealthy, living off their personal inheritance, trust funds, pre-nuptual 
contracts or divorce settlements, not wards of the state. 

Windfall: The preferred (originally British) term for capital gain, an increase in an asset’s price without 
the owner having to exert any effort. Ricardo described windfalls accruing to landlords in the form of 
economic rent as crop prices rose, but the major windfalls today are rising real-estate and stock-market 
prices resulting from asset-price inflation. J. S. Mill called such windfalls an “unearned increment.” 

World Bank: The International Bank for Reconstruction and Development (IBRD), created by the 
Allied Powers in 1944 along with the International Monetary Fund to finance the postwar 
reconstruction of Europe as a market for American exports and economic bulwark against communism. 
In the 1950s the Bank turned to lending dollars and other hard currencies to third-world countries to 
finance their export dependency. It did not make loans in local currency, and hence was precluded from 
promoting domestic food production by family-owned farms. The effect was to promote export 
monocultures that concentrated wealth in the hands of client oligarchies, and to indebt countries 
following World Bank advice. The ensuing balance-of-payments crisis enabled the Bank to work with 
the IMF after 1980 to withhold currency support (and hence, to threaten financial crises) from countries 
that did not agree to sell off their public domain to global investors. (See Asset Stripping, Privatization 
and Washington Consensus.) 

World System: A view of the global economy in terms of an active economic core that shapes the 
periphery (typically former colonies of European powers) into debt and food dependency. 

Wrong Turn: On the society- wide level wrong turns can be reversed only at a long-term cost many 
times more expensive than the short-term gains resulting from bad institutional structures. Among the 
fatal flaws that modern economic civilization has incorporated into its continuum are the irreversibility 
of debts mounting up at compound interest and privatization of the public domain. Debts rarely are 
forgiven on a large scale, leading to debt deflation, while privatization continues without regard to the 
consequences for long-term social stability. (See Junk Science.) 

Zero-sum activity: Predatory behavior in which one party’s gain is another’s loss, so that the 
transaction merely transfers income or property rather than producing real output or value. Usually 
taking the form of economic rent and usury, such transfer payments have a negative economic 
influence by leading to economic polarization, favoring the rentier sectors at the expense of tangible 
capital formation and living standards. 



